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EXPLANATION OF SYMBOLS 


The following symbols have been used throughout this Survey: 

Three dots (...) indicate that data are not available or are not separately reported. 

A dash (—) indicates that the amount is nil or negligible. 

A minus sign (—) indicates a deficit or decrease. 

A full stop (.) is used to indicate decimals. 

A space ( ) is used to distinguish thousands and millions (3 421 520). 

A slash (/) indicates a crop year or fiscal year, €.g., 1954/55. 

An asterisk (*) is used to indicate figures partially or wholly estimated. 

Use of hyphen (-) between dates representing years, e.g., 1950-1954, normally signifies 
an annual average for the calendar years involved, including the beginning and end 
years. “To” between the years indicates the full period, e.g., 1950 to 1954 means 1950 
to 1954, inclusive. 

Reference to “tons” indicates metric tons, and to “dollars” United States dollars, unless 
otherwise stated. 

The term “billion” signifies a thousand million. 

Details and percentages in tables do not necessarily add to totals, because of rounding. 


NOTE 


Attention should be drawn to the fact that in some cases the statistics presented in this 
Survey (especially those for the year 1958) are preliminary estimates, prepared as a basis for 
analysis, and should therefore be used with caution. tae 

The present Survey is published on the sole responsibility of the secretariat, and the 
views expressed in it should not be attributed to the Commission or its member Governments. 

The designations of countries and territories and the arrangement of material in this 
Survey should not be considered as implying any endorsement or other judgment by the 
secretariat regarding the legal status of any country or territory, or of its authorities, or in 
respect of the delimitation of its boundaries. 
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Part I 


THE FOREIGN EXCHANGE PROBLEM 
IN LATIN AMERICA 


INTRODUCTION 


‘hen 1958 opened, activity was declining in the United 
ates more rapidly than in any previous post-war reces- 
on. There were fears in some quarters that the recession 
ould develop cumulative force and spread to other coun- 
ies in the classical way, through reduced imports and 
ises of confidence. These fears proved quite groundless. 
he recession was halted in April, and a rapid recovery 
egan at once. By the end of the year, the former levels of 
utput had been largely regained. Moreover, the imports 
f the United States showed a surprising resistance to the 
cession and their volume was maintained almost un- 
ranged.1 

Nevertheless, 1958 was a bad year for Latin America’s 
oreign trade. Prices of most export commodities fell, and 
1 many cases the fall was severe. A number of countries 
ad the greatest difficulty in earning enough foreign ex- 
range to finance even essential imports and were forced 
) seek financial assistance. 

On the face of it, this is typical of a year of recession 
1 the United States. Similar symptoms appeared in 1938, 
nd-the difficulties of most Latin American countries were 
sss acute in the United States recessions of 1949 and 
954 than in the past year. It is tempting therefore, since 
Inited States industrial output declined, and activity levell- 
d off or fell in many Western European countries too, 
» attribute the 1958 foreign trade crises in the region to 
uis recession. An appraisal of Latin America’s problems 


+ There were some signs of weakness in Western Europe, but 
nese were due to internal developments; indeed United States im- 
orts from Western Europe rose, while its exports to this region 
Il, so the United States was providing a net stimulus to the 
Vestern European economy (the opposite of the customary impact 
f a recession on overseas countries). 


in 1958 and an assessment of its future prospects must 
start, however, with a recognition that, despite the coinci- 
dence, the recession was only a supplementary influence. 
Certainly some products were affected, especially metals, but 
the situation in most commodity markets would have worsen- 
ed anyway in 1958. 

The best evidence of this is that, although the United 
States recession ended in the second quarter of the year 
and activity recovered markedly, the export prices received 
by primary producers continued to decline (see table 1). 
Moreover, prices had begun to drop some time before the 
recession started. Commodity markets were showing weak- 
ness as far back as 1955, although output was still climb- 
ing then in the industrial countries. Prices were somewhat 
lower in the first half of 1956 than in 1955. But the 
situation was then obscured by the minor boom in com- 
modities during the Suez crisis. With the reopening of the 
Suez Canal and the resumption of normal trade, prices 
started to fall once more. But the underlying weakness was 
then lost to sight again because of another extraneous 
development: the decline of output in the United States. 
The seriousness of the position of primary producers, al- 
though Dea earlier, became fully apparent only at 
the end of 1958, when markets were no longer being 
affected by either the Suez crisis or the United States reces- 
sion. 

The main problem is therefore not the recession of the 
past year but the chronic weakness in commodity markets 
for four years, which has forced the prices of Latin Ameri- 
can exports down and been largely responsible for the 
failure of 1958 exports to exceed substantially in value 
those of 1955 (see table 2). And the reason for this 
is not difficult to find: the rate of growth in the industrial 
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EXPORT PRICE INDICES, 1955 TO 1958* 
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ourcEsS: United Nations Monthly Bulletin of Statistics, February 1959, and, for Latin America, Economic Bulletin for Latin America. 


Unit value indices. 
North America, Western Europe and Japan. 


The world, excluding the countries covered by and the centrally-planned economics. 


Table 2 


LATIN AMERICA: EXPORTS AND INDICES OF EXPORTS, 1955-58 


1. Exports to rest of world? 
(thousands of millions of dollars) 


2. Exports to rest of world? 
excluding petroleum 
(thousands of millions of dollars) . 


. Export prices,° total (1953 = 100). . 


. Export volume,” total (1953 TOO) sae 
. Export volume,” excluding petroleum 


(1953 = 100) 
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. Export prices,° excluding petroleum (1953 = 100). 


1955 1956 1957 19584 
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Sources: Value of exports, see chapter II Indices, Economic Bulletin for Latin America, Vol. 


a Provisional. ; 
> Excluding intra-regional trade. 
© Including intra-regional trade. 


countries has slowed down since 1955, quite apart from 
the recession (see table 3).? 

In earlier years the needs of reconstruction and rearma- 
ment dominated the world economy and, by raising con- 
sumption, they provided the stimulus for further increases 
in investment. So the expansion fed on itself, and the reces- 
sions that occurred in the United States were offset by the 
strong and continuous economic growth in Western Eu- 
rope. Moreover, with the liberalization and expansion of 
trade, this growth stimulated the primary producer areas, 
which in turn increased their purchases from the industrial 
countries. 

By 1955, however, various weaknesses had appeared. 
Prices continued rising almost everywhere, and while some 
industrial countries, especially the Federal Republic of 
Germany, were adding steadily to their reserves of gold 
and dollars, others, notably France and the United King- 
dom, suffered from foreign exchange crises, during which 
reserves sank rapidly. Nearly all Governments started to 
impose restrictive policies to curb the expansion, in some 
cases merely to check price inflation, but in others to cor- 


? The “industrial countries” in this context are the United States 
and Western Europe and exclude the Soviet Union and Eastern 
Europe. It should be noted that, in contrast to table 1, Japan is 
also excluded here. 
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rect balance-of-payments deficits as well. The recovery of 
the United States economy from the 1954, recession was 
not sustained, and in 1956 output was levelling off. In 
Western Europe the rates of increase slowed down, both 
in countries with a rate of advance already slow (e.g. the 
United Kingdom and the Scandinavian countries) and in 
those expanding more rapidly (e.g. the Federal Republic 
of Germany). The only major exceptions were France and 
Italy, where the fast rate of industrial expansion continued. 

The rise in United States industrial output, which had 
been 5 per cent between 1953 and 1955, fell to 2 per cent 
from 1955 to 1957. Comparable figures for the United 
Kingdom were 14 per cent and 3 per cent; for the Federal 
Republic of Germany, 28 per cent and 13 per cent; for 
France 20 per cent and 21 per cent; and for the industrial 
countries as a whole, ro per cent and 6 per cent.’ Since 
then the levelling-off has been more marked. At the 
beginning of 1959, output was not very different in the 
region as a whole — or in most countries — from what it 
had been two years earlier. 


° It is true that the United States (and industrial group) figures 
for 1957 were lowered somewhat by the recession in the United 
States, but this really affected only the last quarter’s output. More- 
over, the figures for 1953 and 1955 were both influenced some- 
what by the recession that reached its trough in 1954. 
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INDUSTRIAL COUNTRIES AND LATIN AMERICA: INDICES OF GROWTH, 1950-58 
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a The United States and Western Europe. 


> I.e. value of exports deflated by an index of import prices. 


© Provisional. 


Events in the industrial economies now conform to a 
ommon pattern. The fundamental forces of the post-war 
oom have worked themselves out, and spare industrial 
apacity has appeared, first in the United States and then 
n Western Europe. The impact of changes in policy are 
herefore greater. Moreover, with the growth of trade 
mong them, the industrial economies are becoming more 
ensitive to developments in one another. It is significant 
hat In 1958 their domestic production declined, or levelled 
ff, in almost every industrial country.‘ 

Over the past four years, the demand for many raw 
naterials and foodstuffs has grown comparatively slowly, 
n many cases more slowly than the capacity for supply- 
ng this demand, and this explains the general and chronic 
veakness of Latin American export markets. So the reces- 
ion of 1958 came at a time when commodity markets had 
ready been undermined, and the incomes of primary pro- 
lucers fell sharply. This was the first post-war recession 
which justified the adjective “world-wide”. 

Of course, for many commodities the explanation is much 
ess simple than this. As will be seen in chapter IJ, there 
ire always additional factors to be taken into account 
— bad harvests or unsaleable surpluses, weak competitive 
ower or unfavourable exchange rates, import quotas or 
xport taxes — so that it usually seems possible to explain 
he trends of any particular market entirely in terms 
»f the special forces affecting it alone. Still, these local in- 
luences always operate within a general climate created 
by the more fundamental economic influences operating on 
ull commodity markets. If growth in the industrial coun- 
ties had been maintained at the rate of 1951-55, so that 
yutput in the industrial countries as a whole in 1959 were 
3 to 10 per cent higher than it actually is, with corre- 
ponding increases in their needs for materials and food, 
rice levels would be very different. There would still be 
sroblems for producers of some commodities, but they would 
ook less formidable, and the condition of most markets 
vould be transformed, particularly if there were general 
onfidence that the growth would continue. 

The 12-year expansion in the world economy from 1945 
© mid-1957 was in some ways reminiscent of the pro- 
onged boom after the First World War, which lasted 11 
rears (from 1918 to 1929) and also slowed up towards 
he end. But this comparison at once points up an im- 
yortant difference. The previous post-war boom ended in 
. disastrous depression which shook the world economy 
o its very foundations; this time the cumulative downward 
orces, characteristic of the 1930-32 slump and again of 
he 1938 recession, were not released. The nature and 
auses of fluctuation in the industrial countries are now 
setter understood; techniques of controlling them have 
mproved immeasurably; and the Governments in these coun- 
ries ate more ready to use such techniques before reces- 
ions get out of hand. In the United States, for example, 
ncreased expenditures were authorized early in 1958, al- 
hough these helped to cause a large budget deficit. More- 
ver, “‘built-in’’ stabilizers of income, such as unemploy- 
nent benefits, have acted as automatic brakes on recessive 
endencies. All these developments have strengthened the 
onfidence of businessmen that a recession would be limit- 
-d and thus helped to check declines in investment. 

But while, from one point of view, there are grounds 


“In fact, from the point of view of Latin America, exporters 
sxperienced a greater decline in their sales to Western Europe than 
o the United States, as will be explained in chapter I. 


for satisfaction in the resilience of the industrial economies, 
as shown by what happened in 1958, the pattern of the 
trends over the past few years has serious implications for 
a primary producer region such as Latin America — more 
serious than if the origin of the region’s problems had 
been another recession in the United States. Recessions are 
oyercome in a matter of months; slow rates of growth may 


fas for decades. 


Before examining these implications more closely, one 
special influence on Latin American exports must be men- 
tioned. This period has revealed the full extent of the 


nufacturing as well as agriculture and mining. 

If the price mechanism operated freely in the industrial 
countries, prices of manufactures would fall noticeably 
when surplus capacity appeared, because of intensified com- 
petition. Yet this did not happen on any considerable scale 
in recent years in either North America or Western Europe, 
not even in the countries experiencing a recession. The 
steel industry, for example, which in both continents suf- 
fered more severely than any other, reacted to steeply 
declining demand by cutting back output (which fell to 
less than 50 per cent of capacity in the United States) 
rather than by reducing prices, which continued to rise in 
some countries. Moreover, wage-rates in manufacturing 
went on increasing quite rapidly, even when productivity 
declined; consequently, labour costs per unit of output have 
maintained a steady upward trend. 

There were thus, even in 1958, only slight reductions in 


nae imperfections in the post-war economy, which affect 


~ the prices of certain manufactures, to offset the effect of the 


large and general deterioration in primary commodity 
prices. Moreover, in so far as restrictive practices influence 
the total volume of manufacturing production, the demand 
for primary commodities is less than it would be other- 
wise. This has contributed to the severe deterioration in the 
terms of trade of Latin America (see again table 1). 
Imperfections in the markets for primary commodities, 
too, have become more apparent in the last few years, as 
prices have fallen. The weakness in the world economy 
was centred in the heavy industries of the manufacturing 
countries and spread to primary producers as the input 
requirements of these industries levelled off and then de- 
clined, and as food consumption ceased to expand so rapidly. 
However, by various measures (e.g. subsidies, inventory 
building, tariffs, quotas), the impact on the primary pro- 


/ducets within the industrial countries themselves was 


softened. 

Autarkic policies of creating favoured markets for agri- 
cultural and mineral producers inside the industrial coun- 
tries affect world prices directly by compelling foreign pro- 
ducers to find buyers elsewhere. In cases where inventories 
are accumulated to support prices, these inventories depress 
matkets and threaten to disrupt them. But perhaps of 
greater significance in the end is the fact that economic 
nationalism tends to prevent the structure of an industrial 
country from adjusting itself to fundamental economic 
trends. If competition were the rule in such countries, 
domestic primary producers would lose their markets, espe- 
cially their export markets, to foreign competitors, unless 
they improved their productivity sufficiently as wage levels 
in manufacturing rose. 

Another type of market imperfection is the use of very 
high duties, not to protect domestic producers, nor even 
to improve the balance of payments, but simply as a means 
of raising revenue. (This is often found in countries where 
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the collection of adequate direct taxes presents adminis- 
trative difficulties). Tobacco is very widely used as a source 
of revenue, especially in the United Kingdom and the United 
States, and while coffee and cocoa are virtually duty-free 
in the United Kingdom, Italy taxes both very heavily, and 
the taxes levied on coffee are high in France and the Federal 
Republic of Germany.® In Western Europe taxes of various 
kinds on petroleum generally total more than 100 per cent 
of landed cost, and retail prices have mostly ranged from 
15 to 20 cents a litre. The price even exceeds 20 cents in 
Italy, whereas in the United States it is weil below ro cents.® 

These varying types of discrimination have already meant 
that any slowing-down of growth in the industrial coun- 
tries, and especially an actual recession, affected particularly 
primary producers owtside the sheltered areas. This partly 
explains why Latin American es failed to grow ap- 
preciably in 1957. In fact they fell, if petroleum, which 
was especially affected by the Suez crisis, is excluded, and 
the decline was much larger in 1958 (see again table 2). 

What is perhaps the most serious aspect of recent de- 
velopments is the deterioration of the terms of trade each 
year since 1955 7 (see again table 1). The increased volume 
of exports from Latin America reflected in some degree 
the continued rise of industrial output in the developed 
countries up to 1957. But this increase in volume was 
partially absorbed by the worsening terms of trade. So the 
real purchasing power of Latin American exports (Le., 
the quantum of imported goods that could be bought 
with the exports) showed only a gradual improvement 
from 1955 to 1957 and fell sharply in 1958 to levels below 
those of 1955 (see again table 3). In the meantime, how- 
ever, the gross product had continued to grow, and this 
meant heavier import requirements (see figure 1). 

Latin America’s imports have failed to keep pace with 
these requirements. The volume was rather abnormally low 
in 1953, as a reaction against excessive imports in 1951 
and 1952, and, after a recovery in 1954, climbed slowly 
in 1955 and again in 1956. There was a sharp rise in 1957, 
largely due to, and financed by, investment in new petro- 
leum concessions in Venezuela. In 1958, the volume of 
imports fell again to a level only 8 per cent above 1955, 
despite continued, though lower, imports of petroleum 
equipment into Venezuela. 

The explanation of the smallness of this net rise in the 
quantum of imports is, of course, that the purchasing 
power of exports had fallen since 1955 for the reasons 
already discussed. Compensating factors in parts of the 
region had been increased foreign investment, even outside 
Venezuela, and higher tourist expenditure. But nevertheless, 
even this moderate increase in imports between 1955 and 
1958 put great pressure on the balance of payments of a 
number of countries, as is explained in chapter III. 

Yet the level of imports in 1958, although too high to 
be financed out of current receipts, was clearly inadequate 


° The group of experts who wrote the GATT report (Trends 
in International Trade, Geneva, October 1958) estimated that, in 
the absence of these duties, coffee imports into the Federal Republic 
of Germany, France and Italy would have been over 15 per cent 
(or over 70 million dollars) higher in 1956. This report shows 
the total rates of taxation on various primary commodities levied 
by the major countries of Western Europe and the United States. 

° The price varies somewhat from State to State because of local 
differences in taxation. 

7 Although 1954 was a still better year, it is not considered 
relevant to a discussion of trends because of the special effect 
of high coffee prices, due to climatic influences. 
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Figure I 
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for the region’s needs.’ Judging by the indices in table 3, 
imports grew more rapidly than total output in 1954, but 
then more slowly in 1955, and again in 1956, so the ratio 
of volume of imports to output fell to a relatively low 
level. After the rise in 1957, due to the special factors 
described, this ratio fell back again in 1958 to approxi- 
mately what it had been in 1956. It has been held down 
to this level by import restrictions and deflationary policies. 

Since 1955, in fact, the output of Latin America has 
been in some degree determined by the imports available, 
rather than vice versa. The conflict between, on the one 
hand, continued economic growth, which requires rapidly 
increasing imports of materials, fuel and equipment, and, 
on the other, the semi-stagnation in the purchasing power 
of exports, has been building up. It came to a head in 
1958, when it was aggravated by the United States reces- 
sion. This conflict, shown by severe pressure on foreign 
exchange reserves and currency devaluation, lies at the heart 
of the current economic problems of the region. It explains 
to a great extent why Governments have felt it neces- 
sary to adopt stabilization policies and to eliminate or post- 
pone development projects. 

The citizens of most Latin American countries encounter 
this problem in their everyday lives rather as an apparently 
never-ending sequence of rising prices than as a persistent 
foreign-exchange deficit, and in fact stabilization program- 
mes have been directed overtly to the end of checking 

8 The “adequacy” of imports depends of course on many factors, 


particularly the extent to which import substitutes have been 
developed. 


inflation. But the two problems of external and internal bal- 
ance are closely connected. Shortages of imports have led to 
sharp increases in their local prices, either because of cur- 
rency devaluation, or because the means adopted by Govern- 
ments to restrict imports (e.g. high prior deposits, in- 
creased duties, exchange premiums, etc.) often make them 
expensive to buyers. This increase in prices of imports, 
which are now largely cost items for industry instead of 
goods for final consumption, has aggravated inflationary 
tendencies already existing in the region,® and in several 
important countries there was a dangerous acceleration in 
the pace of inflation in 1958.19 Indeed only the credits 
from foreign sources, which prevented heavier restrict- 
ions from having to be imposed on imports, averted still 
more serious situations. 

There have been continued important advances in certain 
sectors of some countries (notably in steel and vehicle in- 
dustries), and a number of countries have been quite unaf- 
fected by the whole of the process described. But the con- 
sequences have been, in general, that the upward move- 
ment in Latin America’s output has slowed down.1! The 
total gross product of the region, which had risen by 12 
per cent between 1953 and 1955, expanded by only 7 per 
cent between 1955 and 1957, and its growth slowed down 
still more in 1958. The gross product is now increasing 
hardly faster than the region’s population and output per 
head, after growing about 11 per cent in the quinquennium 
1950-55, has risen but little since 1955 (see again the last 
column of table 3).12 
—- To summarize the argument at this point: the slowing- 
down in the expansion of the industrial countries since 
1955, in conjunction with the lack of free competition in 
the markets for either manufactures or primary commod- 
ities, has meant that the volume of Latin America’s ex- 
ports has ceased to expand very much and that the terms 
of trade have turned sharply against the region. So the 
real value of foreign exchange receipts has failed to rise 
fast enough to sustain the previous rate of economic growth, 
which has now slowed down. The trend of Latin American 
growth thus reflects the reduced pace of expansion in the 
industrial countries (see figure 11). 

This is not to say that developments overseas have been 
the only cause of balance-of-payments problems in Latin 
America. Many countries have done little to divert resources 
from coffee to other crops, even though it has been evident 
for some years that an unmanageable surplus was appear- 
ing in the world market. In fact, until quite recently, in- 
ternal buying prices for coffee were held at levels that 


® Restrictive financial policies in industrial countries, adopted 
partly in order to reduce the rate at which prices were rising, 
have thus, by depressing exports of primary producer countries, 
contributed (rather paradoxically) to the acceleration of the more 
serious price inflations overseas. 

1° This process is described in general terms in Part Two, chap- 
ter I, and the experience of various individual countries is outlined 
in Part Two, chapter II. 

1 The emphasis is put on the supply side in this analysis, but 
of course the failure of the purchasing power of exports to continue 
rising also affects output through stagnation of real incomes in the 
export sector and through discouragement to investment in export 
industries. 

*2 Tt will be seen from table 3 that output has been rising more 
slowly in the industrial countries than in Latin America, but the 
expansion of population in the former is slower, so that, apart 
from the recession, the rates of economic growth have been roughly 
parallel since 1950. Differences in income per head widened some- 
what in the period 1950-53, and have not diminished appreciably 
since then. 


Figure II 
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encouraged output. Exports of some commodities certainly 
could have been expanded, e.g. temperate-zone producis, 
but in these cases policies have, again until recently, had 
precisely the opposite effect; prices have been set at levels 
that have discouraged exports. Unbalanced development 
programmes have often led to the enlargement of finishing 
industries, with heavy import requirements, while insuffi- 
cient initiative has been shown in the production of import 
substitutes for materials, intermediate products and fuels, 
especially petroleum. Neglect of agriculture has caused coun- 
tries to import food that they could perfectly well produce 
themselves and has made them miss opportunities in export 
markets. In many economies, subsidies have been highly 
irrational, being applied, e.g. by special exchange rates, to 
fuels, materials and foods that absorbed scarce foreign 
exchange. 

Nor can the acute inflations of Latin America be attribut- 
ed entirely to trends abroad. Persistent budget deficits and 
expansive monetary policies have played their part in gen- 
erating inflation and maintaining it, thus augmenting the 
pressure of demand for imports. Moreover, the violence 
and intractability of these inflations can be largely attributed 
to the unbalanced processes of development discussed 
above. Some economic sectors, especially food farming, are 
incapable of raising output in full response to demand 
pressures, which therefore induce rises in price levels. Large 
and general wage increases have helped to speed inflation 
without alleviating the condition of wage-earners, except 
temporarily. 

On the other hand, stabilization policies have in some 
cases been framed without regard to the different condi- 
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tions in different industries. The results have been reduced 
output and increased unemployment (even in sectors such 
as construction or road-building, which neither require 
heavy imports nor make demands on scarce internal re- 
sources), even though inflation has not been halted. 

In a number of countries there was evidently no central 
economic strategy to make policies in different fields — 
fiscal, monetary, labour, industrial, agricultural and foreign 
trade — consistent with each other and, at the same time, 
with the objectives of economic growth and price stability. 

Yet the difficulties besetting Latin American are not 
entirely of its own making. The purchasing power of the 
exports of all primary producer countries, as a group, 
ceased rising rapidly after 1955, and fell in 1958. The 
value of total exports of the outer sterling area,** which 
is responsible for the majority of trade in primary com- 
modities outside Latin America, rose by about 4 per cent 
per annum in 1956 and 1957, and then fell in 1958 to 
approximately the 1955 level. Allowing for the rise in 
prices of manufactures, the purchasing power of the group’s 
exports increased only slightly from 1955 to 1957 and 
dropped in 1958 to a level below that of 1955, a pattern 
very similar to Latin America’s. The majority of primary 
producer countries in other regions have suffered from 
balance-of-payments crises, while some have also experi- 
enced accelerating inflation (though not on the scale of 
many Latin American countries), or growing unemploy- 
ment, or both. The foreign reserves of the monetary au- 
thorities in the outer sterling area declined, for example, 
from 4840 million dollars at the end of 1954 to 4 250 
million at the end of 1956 and then fell sharply to 3 360 mil- 
lion in June 1958,1* despite the general tightening of 
quantitative controls on imports, and extensive use of credit 
facilities of various types. 

Moreover, the solution of severe internal problems is 
much more difficult if there is little or no room to man- 
oeuvre in foreign economic policy. Even a small margin 
of spare capacity in imports in excess of absolutely essential 
needs makes it possible to relieve acute pressures that arise 
in one sector or another. No doubt various countries could 
have developed alternative items for export, but diversifi- 
cation can be achieved more easily if it takes place within 
an expanding total trade. Moreover, unless the trend of 
demand is upwards, or protection is reduced, in the in- 
dustrial countries, there is little that primary producer coun- 
tries, as a group, can do about their exports; the gain of 
one will be the loss of another. 

The future shape of growth trends in the industrial 
countries will, as in the past, influence the rate of growth 
in Latin America too. The prospects for the region’s de- 
velopment depend in part on whether the recent slowing- 
up in the industrial countries is a mere pause before a 
revival of vigorous expansion, or whether they have entered 
a new era of more gradual growth. 

A great deal depends on the effects of the recent moves 
towards monetary convertibility. Because of the liberal- 
ization of trade and payments that had already occurred, 
the immediate impact of increased currency convertibility 
is only limited. Its longer-run effects are likely to be much 
more important, although they are unpredictable. Such 
measures ease the flow of trade and enable it to take a 


18 The “outer” sterling area excludes the United Kingdom. 

14 National Institute of Economic and Social Research, Economic 
Review, No. 1, London. These reserves include of course sterling 
balances. 
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more rational direction. On the other hand, there is no 
certainty that the Western European payments structure 
would fare better in a major boom than it did in 1953-57. 
Although many countries, notably the United Kingdom, 
have strengthened their reserves considerably since the end 
of 1957, this has been achieved at the expense of declines 
or stagnation in industrial activity, and with the help of 
what is, to these countries, an improvement in the terms 
of trade. Now that exchange and trade controls have been 
largely abolished, the countries starting to expand once 
more may find that the only solution to balance-of-payments 
difficulties would be to slow down the rate of expansion, 
with the net result that the group’s total rate of growth 
would be reduced. These problems would be more serious 
if the forces of expansion exhausted themselves again and 
a recession of any magnitude occurred. te 

It would not be true, as a general proposition, to say 
that restraints on trade in the industrial countries, such as 
State intervention in markets for primary commodities, and 
imperfect competition in secondary industries, were being 
removed. Price supports for farm products are becoming 
more flexible in the United States, but quotas on lead, zinc 
and petroleum will limit Latin America’s markets in these 
commodities, and the region faces additional discrimination 
as the European Common Market takes shape.** A new 
system of preferential duties, in some ways like that of 
the British Commonwealth, giving certain overseas primary 
producers a special place in the markets of industrialized 
countries, is emerging — and its significance is perhaps 
greatest in the important markets of the Federal Republic 
of Germany, where there has, up to now, been no such 
distinction between various sources of supply. 

The short-run significance of these developments should 
not be exaggerated. The new tariffs of the European 
Economic Community will of course not come into effect 
at once. The Federal Republic of Germany, for instance, 
can continue, for a time, to import bananas free of duty, 
albeit in decreasing quantities, from outside the European 
Economic Community. Secondly, some of the member coun- 
tries (particularly France) have traditionally made special 
tariff and quota arrangements with countries which are 
politically associated. And thirdly, the proposed schedules 
may be reduced by negotiation. But the general tendency 
will be for duties on imports from the dependent territories 
of Belgium and France to fall to zero, while those on the 
same products coming from Latin America and other out- 
side areas will either undergo a smaller reduction or rise. 
Moreover, agricultural and mining sectors in the African 
territories will naturally attract capital from the European 
members of the Community, and primary production there 
may well be stimulated by other special arrangements, such 
as long-term contracts. The effect will doubtless be to re- 
duce Latin America’s share in these markets as the degree 
of discrimination grows, although the trend of the total 
value of the tegion’s export to the Community depends, 
of course, in the end, not only on the degree of discrimi- 
nation, but also on two other factors — whether the Com- 
mon Market tends to stimulate the rate of growth in 
Western Europe and whether agricultural protection and 
revenue duties in the European Economic Community are 
in due course lightened. 


** For a further account of the prospective effect on Latin 
America’s exports of the establishment of a Common Market in 
Europe, see ECLA, Economic Bulletin for Latin America, Vol. I, 
No. 1. 


Chapter, I 
THE MAIN OVERSEAS MARKETS FOR LATIN AMERICAN PRODUCTS 


A. THE UNITED STATES OF AMERICA 


Introduction 


The slowing-down in the rate of growth was particularly 
marked in the United States because of the contrast with 
the dynamic pace of previous years. From 1929 to 1948 the 
gtoss national product rose by more than 6o per cent in 
real terms, i.e. about 214 per cent per annum.) In the 
following five years, despite a dip in 1949, the national 
product grew even faster, increasing by 26 per cent, ice. 
by more than 4 per cent per annum. From 1953 to 1955 
the annual growth rate was 3 per cent, and from 1955 to 
1957, 2 per cent. 

The deceleration has been even greater in the case of in- 
dustrial production. This had increased much faster than the 


| + The source for these two paragraphs is the Economic Report 
of the President, January 1959, Statistical Appendix. “Real product” 
is taken to mean gross national product at 1954 prices. 


national product from 1929 to 1948, during which time it 
nearly doubled. From 1948 to 1953 it rose by nearly 30 
per cent, ie. about 5 per cent per annum. Its total increase 
in the two years 1953-55 was 2 per cent per annum, 
and from 1955 to 1957 its growth was even slower, i.e. it 
was virtually constant in per capita terms (see figure III). 
Industrial output is thus no longer a growing proportion 
of national production. Services are now the most dynamic 
sector of the United States economy, and this trend is 
significant for primary producers, because the import re- 
quirements of the service sector are low. 

During this period of declining industrial growth, invest- 
ment, including investment in manufacturing, continued at 
very high rates. Thus capacity for manufacturing increased 
in relation to output in 1956 and the first half of 1957, 
and idle capacity became general. This was the background 
to the developments of the past two years. 


I. RECESSION AND RECOVERY 


The period 1957-58 witnessed the most severe of the post- 
war recessions. In the eight months August 1957 to April 
1958, industrial production fell off by more than 12 per 
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cent, whereas in 1948-49 and 1953-54 the declines had 
been smaller and spread over longer periods.2 However, 
the recovery was almost as rapid; in the following eight 
months, from April to December 1958, industrial output 
climbed back to a level within 2 per cent of what it had 
been 16 months earlier. 

It is true that the gross national product dropped by 
over 4 per cent in monetary terms, and by even more (6 
per cent) in real terms (see table 4). But the contraction 
in industrial output accounted for the greater part of this 
decline. Moreover, by the fourth quarter, the real national 
output was about the same as before the recession started, 
indicating a net rise in non-industrial activity. Within 
manufacturing, as is usually the case in United States re- 
cessions, it was the durable goods group that suffered most, 
its output falling by 20 per cent as against 6 per cent for 
non-durables. Production in the food, beverages and tobacco 
group actually continued to rise slightly. 

Table 4 shows how these changes can be explained on 
the demand side. The most striking feature of this recession 
was the severe reduction in business purchases of durable 
equipment, in response to growing excess capacity. The 
biggest quantitative decrease, however, was in inventory 
investment, which changed from moderate positive levels 
in mid-1957, when inventories became excessive in relation 
to current sales and new orders, to heavy destocking in the 
first half of 1958, a change largely centred in the durable 
goods industries. There was also a marked decline in sales 
of consumer durables, especially passenger-cars. On the 
other hand, sales of non-durable goods resisted the recession 
well, and expenditure on consumer services continued to 
expand; personal incomes were maintained almost unchang- 


2 Ibid. The decline mentioned is shown in the series for in- 
dustrial output (covering manufacturing and mining), corrected 
for seasonal variation. 


Table 4 
UNITED STATES: GROSS NATIONAL PRODUCT AND INDICES OF PRODUCTION 1955-1958 


1955 1956 1957® 


HEME Tf I oy es 
II UI IV I I II IV 


1958 


Gross national product 
(Thousands of millions of dollars at 
current prices) . . 


Personal consumption expenditure . . 257 269 284 
Durablewmcoodsaeyy ako s Eaeae: 40 38 40 
Non-durable goods ...... . 125 131 138 
SGEVICESHIE Mn cue hs be lee CS 93 100 107 

Gross private fixed investment... . 58 63 64 
INew, COMStEMCLION es) 7 sens) one 35 36 36 
Producers’ durable equipment . . . 23 27 28 

Changes in business inventories .. . 6 5 I 

Net exports of goods and services . . I 3 5 

Government purchases of goods and 
SCLVICCS Mean: arte ett se soa Nine Ewen Bhp fe 76 79 86 

Industrial production (1953 = 100) . . 104 107 107 
Gross national product at 1954 prices 
(Gisip ie ixooy) Sk Be Sl io Deice 6 bia 106 109 IIo 


Sources: United States Department of Commerce, Survey of Current Business; and Economic Report of the 


NoTeE: Quarterly data are at seasonally adjusted annual rates. 


ed, because of the automatic declines in tax collections, 
increases in unemployment benefits and special govern- 
mental measures.* 

A particular source of strength was the agricultural sector. 
Despite reductions in the acreage planted, owing to testric- 
tions under the price-support programme, total output broke 
previous records, and net price support expenditure by the 
Government which had been moving downwards in the past 
two years, rose sharply.* 


FISCAL YEARS: THOUSANDS OF MILLIONS OF DOLLARS 


1954-55 1955-56 1956-57 1957-58 1958-59 
Price support (estimate) 
expenditure BS 3.9 3.4 Bie 5.4 


The increase was particularly noticeable in the case of 
wheat, inventories of which, after being moderately reduced 
up to June 1958, started to climb steeply again. In respect 
of cotton, however, a reduction of the acreage by one-fourth 
under the “‘soil bank” programme led to a sharp cut in 
production. Cattle farmers turned to building up their 
herds, so that meat supplies to the domestic market, which 
had already dropped 2 per cent in 1957, fell again by 
another 2 per cent in 1958, and a 20-per-cent price increase 
followed the rise of 17 per cent in 1957. 

The balance of payments deteriorated, aggravating the 
recession. This was, on the face of it, one of the most 
surprising developments of the year. It can be seen from 
table 5 that merchandise imports did contract somewhat. 
The reduction in the export surplus was due to the fact 
that exports, particularly merchandise exports, fell by very 
much more. In part this was a reaction to the heavy ship- 
ments of petroleum and raw foods to Western Europe in 
the early months of 1957 as a result of the closing of the 
Suez Canal and the previous year’s poor harvest. But the 
main reason was the world-wide character of this recession. 


* Moreover, the durable goods industries, which were most 
affected by the recession, are precisely the industries with a high 
proportion of fixed overhead costs, so that any decline in their 
activities primarily affects profits. 

* Economic Report of the President, op. cit. Appendix C. 

° For an analysis of this contraction see section II below. 

® See part B of this chapter. 
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President, January 1959. 


The levelling-off or decline in industrial activity in Western 
European countries® induced sharp falls in imports of coal 
and steel, the output of which already exceeded require- 
ments; and it also reduced the length of order books in 
Western Europe, so that export orders were fulfilled more 
quickly, including those for goods which the United States 
too could supply. The recessions were more serious in 
Canada and Japan, reflecting events in the United States 
itself, and United States exports of all types to these coun- 
tries fell off. Finally the weakening of commodity markets 
not only meant that Latin America and other primary 
producer areas were unable to maintain their purchases of 
United States goods; it also affected the United States’ own 
considerable sales of primary commodities. 

Agricultural exports declined, mainly because sales under 
surplus disposal programmes were sharply reduced (decreas- 
ing from x900 million doilars in the agricultural year 
1956/57 to 1 200 million in 1957/58). Exports against 
payments in local currency were smaller because of a short- 
age of funds to finance this part of the programme and 
because of reduced demand. Barter transactions involving 
surplus commodities also declined sharply (by more than 
75 per cent), mainly because the Department of Agri- 
culture had instituted a new system under which it required 
certificates from the firms involved to the effect that these 
exports would not displace commercial sales. 

Still, it is misleading to compare the balance of payments 
in 1958 with that of 1957, which was an exceptional year 
for United States foreign trade. From the averages for 
1952-56 in table 5, it can be seen that current transactions, 
including invisibles, were yielding a surplus of 2 to 3 
thousand million dollars, no more than adequate to finance 
the grants and overseas investment made by the Govern- 
ment. This was true in 1958 also. But total net capital 
investment had grown in the meantime, largely because of 
the greater outflow of private capital. This increasing out- 
flow had little effect in 1957 because of the heavy exports 
that year. Although there was some reduction in this item 
in 1958 (because of the decline in investment in Vene- 
zuela), it was still appreciably higher than in 1952-56, and 
the drop in exports exposed a fundamental disequilibrium 
in the balance of payments. 


Table 5 


UNITED STATES: BALANCE OF INTERNATIONAL PAYMENTS 1952-56, 1957 AND 1958 
(Billions of dollars) 


Annual 
average 1957 1958 
1952-56 

United States expenditures abroad: 

United States Imports (fob) 17.2 20.9 20.9 
Merchandise anh Parse Os ies Bh 12.9 
Services and military purchases . 5.9 7.6 8.0 

Private remittances and pensions : 0.6 0.7 0.7 

Government grants and capital (net)* . De 2.6 2.4 

United States private capital (net) 5 Bp 3.0 
Total rt) UR a 2 21.6 OTs 27.1 

Foreign expenditures in United States: 

United States exports* 19.3 26.7 23.2 
Merchandise Re An Sat ee a 14.0 19.4 16.2 
Services and military sales. . . . 5:3 The 7iK) 

Transactions unaccounted for (net) 0.3 0.4 oo 

Transactions unaccounted for (net) 0.6 0.7 0.4 
ELOta Se eMrOE ures Sees OPUS 95.) 3) cos 4). ya eee 20.2 27.8 23.6 

Deficit (—) or surplus (+) requiring compensatory finance. . — 1.4 + 0.5 — 3.4 

United States sales of gold (—) or purchases (+) .... — 0.2 + 0.8 — 2.3 

Increase in liquid dollar liabilities to foreign countries (—) — 1.2 — 0.3 — 1.0 


SouRCcE: United States Department of Commerce, Survey of Current Business, February and June 1959. 
a Excluding military supplies and services transferred under aid programmes. 


This over-all deficit in 1958 meant not only that the 
United States continued to add to foreign countries’ liquid 
dollar assets but also that it sustained a considerable loss 
of gold. At first sight it is tempting to see this outflow of 
liquid assets as the counterpart and effect of increased long- 
term investment, since the relationship betwen exports and 
imports was approximately the same as in 1952-56. But 
much of the investment, particularly that placed by the 
Government (e.g. Public Law 480 transactions, Export- 
Import Bank loans, etc.), financed exports which would 
not otherwise have been made. Consequently a reduction 
in the level of overseas investment would not have im- 
proved the over-all balance pro tanto. The loss of current 
assets is more correctly attributable to the fact that a much 
higher proportion of exports was effected either on credit 
or on a “no funds” basis. 

In some circles the outflow of gold in the first half of 
1958 was believed to reflect a loss of confidence in the dollar 
and the expectation of its devaluation. However, any prefer- 
ence for gold in settlement might rather be attributed to 
the low interest rates obtainable on short-term dollar assets. 
Furthermore, the deficit was mainly with Western Europe, 
a region which traditionally settles its balances in gold. 
There was therefore no evidence of an economically sig- 
nificant loss of confidence; in fact, in the second half of 
the year, the somewhat larger deficit was settled about 
equally by gold sales and additions to dollar assets. Exports 
continued to decline, while imports recovered. The export 
surplus on current account virtually vanished at the end 
of the year, exercising a brake on this recovery. 

Still, the forces of recovery were strong. A number of 
measures were taken to stimulate the economy. Interest 
rates were brought down in stages to low levels (134 per 
cent for the Federal Reserve discount rate); special legisla- 
tion enabled the unemployed to continue to draw benefits 


after their right to do so had expired; Government placing 
of military orders was accelerated; steps were taken to 
encourage house-building with mortgages; and, in mid- 
year, Federal salaries and wages were raised. With final 
sales continuing strong, the heavy liquidations soon reduced 
inventories to levels that looked more satisfactory, and 
destocking declined after the first quarter. This in itself 
caused a sharp upturn in activity, ear! in the durable 
goods industries. In the second half of the year, the ex- 
pansion of Government spending was accelerated, and 
consumer purchases of durables almost regained pre-reces- 
sion levels. In the third quarter, however, ‘‘concern emerged 
over possible inflationary developments’’,’ and the discount 
rate was raised to 2 per cent in August, with a further 
increase to 21/, per cent in October, which meant associated 
increases throughout the structure of interest rates. Pur- 
chases of producers’ equipment remained low, though they 
ceased to drop, and the recovery in the durable goods 
industries was not completed by the end of the year. 

It was also noticeable that the expansion of output did 
not greatly reduce unemployment. While the volume of 
employment declined by 4.6 per cent in the eight months 
of recession, it rose by only 1.4 per cent in the remainder of 
the year. Moreover, the labour force continued to grow, 
although some elderly people and housewives left it, so 
unemployment declined only moderately — from 7.5 per 
cent of the civilian labour force in April to 6.0 per cent 
(or nearly 5 million) at the turn of the year, in comparison 
with an average of 4.3 per cent in 1955-57.8 In 1959, how- 
ever, the continued recovery enabled manufacturing output 
to regain pre-recession levels, and unemployment was re- 
duced more substantially. 


Opec a peroo: 


8 Seasonally adjusted. (See United States Department of Com- 
merce, Survey of Current Business.) 


ll 


Il. VOLUME OF UNITED STATES IMPORTS 


The recession was limited, both in the time it lasted and 
in the segment of industry it affected, and, mainly for this 
reason, its impact on imports was slight. There was only 
a small reduction in the value of total United States imports 
from 1957 to 1958 (see figure IV), the increase in the 
volume of imports being slightly outweighed by the decline 
in prices (see table 6). It should be noted, however, that 
the increase in volume was due to exceptionally high im- 
ports (of almost every type) in the fourth quarter, after 
the end of the recession. 

In view of the fact that total consumption continued to 
expand, it is not surprising that imports of manufactures 
(both foodstuffs and others) increased in volume and 
showed little change in price.®° The extent of the rise in 
volume was somewhat unexpected, however. Processed foods 
which increased substantially in volume were meat products 
(reflecting the lower level of slaughtering in the United 
States as described above), and sugar (larger quotas being 
assigned to foreign countries to offset the declines in output 
in Hawaii and Puerto Rico). Imported manufactures did 
better in the recession than their domestic counterparts, 
especially cars from Western Europe. 

Foodstuffs in the crude state show rather erratic move- 
ments but no clear trend is observable; on the whole, the 
volume was not very different from that of 1957, but prices 
were on an average about 5 per cent lower. Coffee imports 
sharply decreased in value, mainly because of the price 
decline, owing to the chronic surplus supply which had 
appeared. Yet, although consumption of coffee continued 
to expand, the volume of imports fell, because roasters ran 
down their inventories in the falling market. In the case 
of cacao, the value of consumption declined because of 
high prices (about 50 per cent above those quoted a year 
before), and importers drew on their inventories, so that 
the volume imported fell rather sharply, though this only 
partially offset the price rise. Banana imports were kept 
close to previous levels in both volume and price. 

While these types of imports were sustained by the 
increasingly high levels of consumption, the position was 
different for raw materials. The volume and price declines 
were both marked in this category. For purposes of more 
detailed analysis, table 7 shows how volumes of imports 
compared with activity in the industries using imports up 
to mid-1958. It seems that the drop in imports of industrial 
supplies was somewhat less than the fall in production, 
which is again contrary to usual trade-cycle experience. 
Before the slump there are conventionally small changes 
in inventories of materials, but at its lowest ebb manu- 
facturers draw on their stocks, and this pattern (which 
usually has a particularly severe impact on imports) was 
in general repeated in 1958. | 

Imports of textile materials conformed to traditional 
experience, inasmuch as they declined more sharply than 
the output of the products they were used to make. This 
was due almost entirely to a contraction in the volume of 
wool imports, because of a sharp decrease in inventories 
as well as a cut in mill use, while local sales of wool seem 
to have been maintained. 

The explanation of the apparent paradox is afforded by 
two or three commodities, but these are important ones, 


® Data for the analysis of imports are taken from United States 


Department of Commerce, Survey of Current Business, December 
1958. 
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particularly for Latin America. One of them is petroleum, 
which carries a great deal of weight in the index of 
imported supplies and materials for United States industry. 
The falling-off in consumption mainly affected domestic 
producers. Imports of crude were reduced when quotas were 


tightened in the first half of 1958, but imports of refined — 


products rose steeply. The quota system was extended to 
some derivatives in mid-1958, but demand was then much 


stronger, and although domestic output recovered, imports — 


continued to rise, particularly at the end of the year. 


Imports of materials for making durable goods fell 


markedly and this accounted for about four-fifths of the 


contraction in total industrial supplies up to the middle — 


of 1958. Output of durables, however, declined even faster. 
Imports of rubber, one of the main materials in this group, 
decreased more rapidly than consumption, so the shrinkage 
in imports of other materials was even smaller in relation 
to domestic use than the table indicates. 

For one metal, tin, imports did decline rather more 
rapidly (by 19 per cent between January-September 1957 
and the same period of 1958) than consumption (which 
fell by 17 per cent), inventory building becoming negative. 


The relatively small contraction in imports occurred, rather — 


surprisingly, in four important metals which are also pro- 
duced in volume in the United States itself: iron ore, 


Figure IV 
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Table 6 
UNITED STATES: IMPORT INDICES, 1957 AND 1958 


(Average 1956 = 100)* 


1957 1958 1957 1958 
cet pile) I HI oy ST ey 

Total 

Mae tes oem ne SOS: FOF Os. ~ TGEN BLO? 106 100 99 98 111 

QCeantwn 5 02 bsg og FOR «306. 101 99 101 Z065=.302 - 103. 102. 116 

Wad value: = & 0.5 am. - 10¥ O65, 8102 TOF. STOEL 99 97 96 96 95 
Total, crude materials 

Walne meee i. SFr. Usa 103 90 97. 100 110 105 94 85 87 95 

Oo ee ee 93 QI 96 106 103 96 87 91 99 

RUG eVANICG oc... = he FOS 97 I05 104 103 IOI 98 97 95 96 
Total, crude apd 

Valaew,. 263 3 sa 99 95 II4 83 85 113 IOI 98 79 103 

rast ys ates es | Sy abr gEOF) 102). (533 85 88 FEQe- 2102, 102 86 108 

Ligitewalie fon OS 93 IOI 98 97 95 98 95 92 87 
Total, semi-manufactures 

Walton See Este oi i oF 88 I10r 100 93 93 86 84 86 96 

Ougatnnt Yu Ae eee a 8 98 100 100 96 97 93 94 96 109 

Pinitewalner sor. cS . OR 90 100 99 97 95 92 89 89 88 
Total, fe allele iat os 

Walneaites: 108 130 I0o4 r09 III 109 EF ISS ES6F a3 

Ouaninitie.-. 4 age> 52m) FO3N IS — 100. 104 T04: TOGME TEAS E20) fe T Ala 27, 

Unit valet. 55-23 hee O50 LTO4=— 104 _ 105 2-tF00 TO3- 5 TO2- 7103, 104s» 105 
Total, finished manufactures 

Walier 60) aun. ake as 1 BOD I2I 104° IIO  II0 PIS weeE ROME TIO. 022 137 

Quant x. Oo ae i 207s EDT 103 I07 #2108 III TOs 116 123555105 

at WAlGes oa Pes ecg se OD I0oOo~ 8=:«IOI 102 102 IOI 100. =3—: LOO 99 IOI 


Sourcr: Recalculated on basis of statistics in Department of Commerce, W. T. I. S., Part 3 No. 58-45. Total 
export and import trade of the United States, January-September 1958, Table 5, Washington, December 1958, 
god unpublished information from the same source. 

* Fob values. 


Table 7 


UNITED STATES: QUANTITIES OF INDUSTRIAL SUPPLIES IMPORTED AND RELATED 
INDICATORS OF DOMESTIC DEMAND, 1957 AND 1958 


(Indices: 1956 = 100) 


1657 193 ee ee eee eee 

Kear Fears 7 i HI hel 1 eee |! Cail | 

Manufacturing production . . 100 94> 71103. Or 99 98 92 91 94 99 
Total imports of supplies and 

materials for industry* . . 98 96 96 99 100 98 92 95 94 104 

Domestic petroleum use. . . 102 104 109 93 95 105 109 94 98 113 
Imports of petroleum and pro- 

ductse(battels) 5-5. 110 12% IO04 “TOS 116 TEAS EES: 8 LES P16 21356 
Textile, apparel and leather 

production Se Poesy ue 97, 96 103 98 94 94 94 92 96 102 


Imports of textile materials* . 97 92-8106" rOt 88 95 95 91 84 99 
Durable goods production. . 100 90 104 101 98 96 88 85 87 96 


Imports of materials for du- 

PADICS es lean akew ts sia, 99 QI 94 100 Ior 99 87 91 89 95 
| a EAS 
Sources: United States Department of Commerce, Survey of Current Business, December 1958, and unpublished 


data. (These figures have not been corrected for seasonal variation.) 
a Value of imports at constant prices. 
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copper, lead and zinc. In all these cases, the major impact of 
reductions in consumption was felt by the domestic producers, 
because of special circumstances in the industries concerned. 

Iron ore imports, for example, decreased 19 per cent 
between the first nine months of 1957 and the first nine 
months of 1958, whereas consumption by the steel industry 
declined 37 per cent in the same period, and domestic 
output of ore fell by 40 per cent. According to the Survey 
of Current Business, the lesser sensitivity of imports than of 
domestic production to reduced demand “‘reflects the per- 
sistent flow of ore shipments from foreign mines owned 
by major steel companies in the United States.’’+° 

Imports of non-ferrous metals also fell less than con- 
sumption in the recession (if quantities imported in the 
first halves of 1957 and 1958 are compared). Lead imports 
actually rose, and by more or less the same amount as 
domestic lead output declined, so that total supplies remain- 
ed constant, the reduction in use being offset by the faster 
building of commercial inventories. As regards copper and 
zinc, import volumes declined, but only half as much as 
domestic production of these minerals. The continued high 
volume of imports up to mid-1958 “can be largely at- 
tributed to the anticipation that such purchases might be 
adversely affected by possible Government actions” such as 
tariff changes and quota restrictions.” 

Domestic output of non-ferrous metals was affected by 
another special influence, namely the changed policy to- 
wards stockpiling. New objectives were established for the 
Strategic Stockpile — the most important in the United 
States — based largely on the recommendations of the 
report Stockpiling for Defense in the Nuclear Age’ and 
particularly on the assumption that an emergency would 
last three years, instead of five. The two new types of 
objective are “basic’’ and “maximum”, the difference being 
that, while both allow for some disruption of communica- 
tions in the three-year emergency, the latter also allows 
for “the complete discounting of sources of supply beyond 
North America and comparably accessible areas.”” Even the 
“maximum” objectives “not only are generally lower than 
the former long-term objectives that were based on a five- 
year emergency, but for many materials are smaller than 
the former minimum objectives.” According to the new 
criteria, the total inventory needed for “‘maximum’’ objec- 
tives represents 4500 million dollars, at December 1958 
prices. But the Strategic Stockpile was actually valued at 
5 700 million dollars in June. Of this sum, 3 700 million 
dollars counted towards the ‘‘maximum’’ objectives. So 
while purchases worth 800 million dollars remained to be 
made in the case of some commodities, there were excess 
inventories of others amounting to no less than 2000 
million dollars as on that date. Excess inventories are not 
to be sold “if such disposal would cause serious economic 
disruption or adversely affect the international interests of 
the United States.” The new policy also includes a changed 
attitude towards the “mobilisation base’, i.e. the productive 
capacity for strategic materials kept in being by special 
contracts, often with guaranteed purchase prices. Contracts 
are to be cancelled so far as practicable, where they imply 
further accumulation of excess inventories. Moreover, pur- 


OT al, GP 

He Waihe (Os Date 

12 For a review of previous stockpile policy and operations, see 
Economic Survey of Latin America, 1957, op. cit., p. 10. The data 
used in this paragraph and the next are taken from Stockpile 
Reports to the Congress, Jan.-June and July-December 1958 (Ex- 
ecutive Office of the President). 
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chases from domestic producers to maintain productive 
capacity “shall be undertaken only within the maximum 
objective’ ;13 and, as inventories are increased, ‘“‘the policy 
is clear... that the need for maintaining the relevant 
materials-producing capacity for defense purposes may be 
reduced and possibly eliminated.’’*4 

Stockpile operations fell to relatively low levels while 
new policies were being worked out and objectives re- 
viewed. Expenditure, including administration and main- 
tenance, in the fiscal year 1957/58, stood at 174 million 
dollars, and was thus less than half the previous year’s 
(356 million dollars). Actual deliveries in 1958 to the 
Strategic Stockpile totalled only 45 million dollars, of 
which nearly half were transfers from other Government 
inventories. Purchases included lead and zinc, both of 
which, like tin, had reached ‘‘maximum’’ objectives by June 
1958. Purchases of zinc are stated to be ‘‘completed’”’, and 
although a final contract was signed with domestic pro- 
ducers of lead for deliveries in the third quarter, further 
purchases are “not contemplated.” In the case of copper, 
“substantial quantities” were purchased in the first half of 
the year under minimum-price guarantee contracts, negoti- 
ated under the provisions of the Defense Production Act,?® 
and deliveries were received from Rhodesia under contract. 
The ‘‘basic objective’ for copper was reached, and by De- 
cember 1958 “‘sufficient quantities were on hand in total 
Government-owned inventories” to complete the “maxi- 
mum objective’. 

The change in stockpile policy, therefore, particularly 
affected non-ferrous metal producers in the United States, 
the more so since these industries were already suffering 
from reduced consumption of their products and low prices. 
Purchases for the stockpile were coming to an end, and, 
as a general policy, special measures were no longer con- 
templated to keep marginal producers in existence for 
defence purposes. A different type of protection was, how- 
ever, provided, almost immediately after the formal adop- 
tion of the new stockpile policy. Imports of lead and zinc 
were restricted by quotas, which became effective in Octo- 
ber. In the case of copper, an excise duty was reimposed 
on imports in July. 

Although, in the first half of the year, the special in- 
fluences described helped to mitigate the impact of the 
recession on foreign suppliers of non-ferrous metals, the re- 
duced prices affected them severely and the total value of 
copper and zinc imports fell sharply. In the second half 
of the year, moreover, the pattern of developments was 
reversed. The recovery in durable goods industries led to 
increased consumption of non-ferrous metals but this now 
benefited mainly domestic producers, and the volume of 
imports fell. On the other hand, the declines which now 
occurred in quantities imported were partly offset by im- 
provements in prices. 

The recovery in total imported materials for the durable 


18 Defense Mobilisation Order V-7 of 14 June 1958. 

14 Stockpile Reports, op. cit. 

*® Defense Production Act (DPA) inventories constitute a sup- 
plementary stockpile, and transactions for it are not covered by 
figures for the Strategic Stockpile unless and until the latter takes 
over inventories from DPA authorities. 

1® For abaca and sisal, the reports show that stocks did not reach 
the “basic objective’ in December, though in June the “basic” and 
“maximum” objectives had been reached respectively for these in- 
ventory commodities. Sales were made under rotation plans. It 
was decided to terminate Central American plantation operations 
in abaca by March 1960, using the final harvest to replace the 
quantities which had been sold. 


oods industries was only moderate in the second half of 
he year (see again table 7). The recovery of textile im- 
yorts was also relatively slow, and the fact that the total 
olume of imported supplies and materials for industry 
limbed more rapidly than manufacturing output during 


the recovery was wholly attributable to the acceleration 
in the rise of petroleum imports during the last quarter 
of 1958. (The rise in petroleum imports was apparently 
partly due to expectations of a tightening-up of the quota 
system early in 1959.) 


II]. CHANGES IN IMPORTS FROM LATIN AMERICA 


vatin American experience reflected fairly closely that of 
ther United States suppliers of primary commodities (see 
able 8). It is true that the 4-per-cent decrease in the 
alue of aggregate imports from Latin America exceeded 
he decline of 1 per cent in the value of total United 
tates imports. This was largely because Latin America had 
10 part in the increases in imports of manufactures. If 
he groups in which Latin America exports little or nothing 
‘particularly passenger cars) are eliminated, the region 
cept its share virtually unchanged. 

Although Latin America fared almost as well as other 
timary producer regions with respect to imports as a 
whole, there was a marked decline in the region’s share of 
he markets for foodstuffs, petroleum and metals. 

Important gains were registered in imports of nearly 
Ul items in the food group, especially sugar and meat, but 
hey were balanced by Latin America’s continued loss of 
zround where coffee was concerned. 

In the textile group, Latin America’s products fell by 


slightly more than the world total, because of the sharp 
contraction in its sales of wool to the United States. Im- 
ports of wool were weak in any case, and Latin American 
sales fell off faster than those effected by other areas, partly 
because of supply difficulties in the River Plate countries. 
Whereas total petroleum imports expanded, those from 
Latin America shrank, because of the revival of Middle 
Eastern supplies, and also increased purchases from de- 
pendent territories in the Caribbean area.*7 As regards non- 
ferrous metals as a whole, the share of the region fell 
(an increase for lead being outweighed by declines for zinc 
and copper). But this movement was partly offset by a 
sharp increase in the case of iron ore, supplies from Latin 
America being maintained almost at 1957 levels, because 
most of its exports are directly arranged by large United 


17 However, it may be noted that Canada’s petroleum exports to 
the United States fell more sharply than those of Latin America, 
being particularly affected by the extension of the quota scheme 
to District V. 


Table 8 


UNITED STATES: TOTAL IMPORTS AND IMPORTS FROM LATIN AMERICA BY SELECTED COMMODITY GROUPS, 
1956, 1957, AND 1958 


(Annual fob figures in millions of dollars) 


Total 
1956 1957 1958 
Foodstuffs (including be- 
WCVAL CS) Wie cca Stet so, % 3,203 3294 3 460 
INGE Se ee ae ee I45 184 337 
UGA ten Nes fai Ge. 437 459 522 
CACHOMEN ee eS 144 135 173 
Colfeen a, ot Soa s I 439 I 376 L173 
Bananaseye as) Oe. es 68 7o 69 
[extiles, etc.* Tie I 797 I 742 I 546 
Wool, unmanufactured. 242 211 165 
Petroleum and its products I 286 I 548 I 637 
Metals (including ores) . 2351 2 331 I 811 
roo NOTeiee: beetle) «3 250 285 232 
Non-ferrous ores and 
metals, including acrap I 439 I 347 I 023 
Copperas t a: 502 384 249 
Mead Cre G Py ses, 143 157 134 
Th heat ahah Sc ewe ay 119 154 89 
[otal of above proups . 8 637 8915 8 454 
Groups in which Latin 
America exports little or 
nothing : : 3, 879 4.006 4337 
Total imports” . I2 516 I2 921 I2 791 


Imports from 
Latin America 


From Latin America as percentage 


of total 

1956 1957 1958 1956 1957 1958 
1958 I 920 I 909 61 58 55 
28 38 92 19 21 27 
331 356 410 76 78 79 
67 69 90 47 on 52 
I 302 I 207 I 016 90 88 87 
68 Jo 69 100 100 100 
178 172 I45 Io Io 9 
73 59 42 30 28 25 
664 837 828 52 54 51 
599 604 443 25 26 24 
108 152 146 43 53 63 
427 378 247 30 28 24 
282 207 118 56 54 47 
64 64 64 45 41 48 
39 66 33 33 43 37 

3 399 3.995 3 325 39.4 39.6 39.3 
219 232 235 6 6 5 

3 618 3765 3560 28.9 29.1 27.8 


Naeeceenee ee rere aaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaamasaaaaaammaaaaaaaaaaaaaaaaaaaaaaammaaaaasaeamaaaaaaaaaaaaaaaaacaaaammmcmamaaaammaaaaaaaaa 
SouRCES: United States Department of Commerce, United States trade with major world areas, W.T.1.S., part 3, No. 59-1, table 2; and unpublished data from 


the same source. — 
Including all inedible vegetable products. 


» Imports for consumption, i.e. merchandise entering marketing or consumption chamnnels inmediately upon arrival plus withdrawals from bonded warehouses 


for consumption. 
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States steel companies for their own use, and the decline 
in imports (in any case less than the decline in United 
States output) has been borne by independent suppliers in 
Canada and Western Europe. Hence, the share of Latin 
America in total metal imports fell only moderately. 

At first sight it seems strange that Latin America should 
have almost maintained its percentage contribution to total 
primary commodity imports, while its share of the markets 
for nearly all its staple commodities (coffee, petroleum, 
copper, zinc and wool) has shrunk. The only important 
commodity in respect of which Latin America gained sig- 
nificantly in the market was iron ore. It is true that its 
share of sugar sales also rose, but relatively slightly. 

The explanation lies in the composition of Latin Amer- 
ican exports to the United States. Latin America depends 
relatively heavily on the two groups — foodstuffs and pe- 
troleum — which resisted the recession most successfully, 
and total United States imports of which continued to 
grow for the reasons outlined above. These two groups 
together account for more than 75 per cent of Latin Amer- 
ica’s sales of primary commodities,1® whereas they make 
up only 30 per cent of the rest of the world’s sales of pri- 
mary commodities to the United States. The sales of other 
primary producer areas are dominated by metals and textiles,?® 
and these, especially the former, have shown the greatest 
sensitivity to the recession, because of its effect on the man- 
ufacturing sector, and, within manufacturing, on the output 
of equipment and other durable goods. 

It should be borne in mind, however, that these gener- 
alizations apply to the region considered as an economic 
unit. Several individual countries rely, of course, on exports 
of non-ferrous metals, or coffee (the weakest item in the 
“foodstuffs” group), and these mostly failed to maintain 
their exports to the United States in 1958. 

To sum up, it would seem that, while the recession 
precluded a general expansion of Latin American sales to 
the United States and weakened the metal markets further 
(they were already weak before it started), the volume of 
United States imports from the region was as a whole fairly 


18 Of the groups listed in table 8. 
*° Including rubber, jute, etc. 


well maintained, largely because a high proportion consisted 
of items which, as it turned out, could resist depressive 
influences. 

During the recovery in the second half of the year, the 
volume imported from Latin America grew rapidly (though 
prices continued to sag). This was, however, very largely 
attributable to the fact that Venezuela shared in the accel- 
erated expansion of petroleum imports discussed above. But 
this expansion, besides being concentrated on a single 
Latin American exporter country, was only temporary, being 
reversed sharply by the new system of compulsory quotas 
introduced in March 1959. The total of the region’s ex- 
ports to the United States then became dependent once 
more on the general progress of the United States economy. 

Since the United States is the most important market 
for Latin America, and also exercises great influence on the 
economies of Western Europe and other buyers of Latin 
American products, the question of whether its rate of 
growth will be rapid underlies all discussion of the pros- 
pects of this region. But this does not merely involve the 
growth of the total United States product. What is relevant 
to Latin America is the expansion of final demand for 
goods, as opposed to services. If the semi-stagnation of 
United States industrial output, which has lasted since 
1953, continues for another quinquennium, the prospects 
for Latin American exports — particularly for their prices 
— will remain unimpressive, especially if United States 
agriculture continues to be subsidized and quotas continue 
to limit imports of metals and petroleum. 

Undoubtedly there is considerable capacity for expansion 
in the United States economy. Spending on equipment for 
manufacturing raised capacity by one fourth between 1953 
and 1957, while output rose by only 7 per cent,?° so that 
productive capacity substantially exceeded the volume of 
output, as it still does in 1959. Moreover, with unemploy- 
ment still significant in the first half of 1959, there was 
spare manpower available for expansion, especially if al- 


lowance is made for the possibility of drawing in marginal ; 


Jabour such as left the labour force in 1958. 


2° Economic Report of the President, p. 12, quoting the McGraw- 
Hill Surveys. 


B. WESTERN EUROPE?? 


I. INTERRUPTION IN THE RISING TREND OF ACTIVITY 


There was no change between the first and last quarters 
of 1958 in Western Europe’s industrial production, as can 
be seen from table 9. Thus the upward trend came to an 
end at least for the time being. The process of slowing 
down was gradual and had been noticeable for some time. 
While industrial production rose by 10 per cent per annum 
between 1953 and 1955, the increase was 5 per cent per 
annum between 1955 and 1957 (see figure III). The 
average for 1958 was only about 2 per cent above that 
of 1957 and in a few countries output declined. 
Although the general pattern is common to all Western 
European countries, and indeed the high level of trade 


21 For more information on recent developments in Western 
Europe, see the Economic Survey of Europe, 1958, especially chap- 
ter II. Editorial note: Following the practice adopted in that 
document, the Federal Republic of Germany is referred to as 
“Western Germany’ in this part of chapter I. 
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within the area imposes some uniformity, national differ- 
ences in the degree and timing of industrial expansion must 
be taken into account in considering the present, and 
likely future, course of production. In the United King- 
dom, production rose by 7 per cent per annum between 
1953 and 1955, but in the following three years there was 
almost complete stagnation; a minor rise in 1957 was lost 
in 1958, when output fell back to more or less the same 
level as in 1955 and 1956. In Western Germany the 
increase in industrial output was faster and lasted longer. 
Production rose by 13 per cent per annum between 1953 
and 1955, 8 per cent in 1956 and 6 per cent in 1957; 
then, after remaining stable for most of 1957, it resumed 
a rather irregular upward trend at the end of the year. In 
France, as in Western Germany, output rose about 50 per 
cent in five years, but the distribution of this upward 
movement over the period was significantly different. Up 


Table 9 


WESTERN EUROPE: INDUSTRIAL PRODUCTION, 1955-58 


(Indices, 1953 = 100, seasonally adjusted) 
ee eee... 


Country 1955 1956 1957 1958 

ECOG Se on 133 138 146 150 
ISCO g ar. ema ees I16 123 7213 = II5 
eninatho <S ke ek 2: 112 II5 121 I2I 
BAG a ne NE er me 117 128 139 147 
Vestern Germany ... . 129 139 147 152 
DAR COP ene Se ie ee 119 128 138 I4I 
fetherlandss 3) seu. ere 118 123 126 126 
MLW Ah eat) ee eg ce ee II7 I22 127 123 
RCCEDN tacoma III 115 119 120 
Inited Kingdom... . . 114 114 116 I1l4 
piGta lend Pectin < 120 126 132 135 


1957 1958 

II III IV I I II IV* 
142 146 146 149 I5I 149 DST 149 
125 ro As Et] 123 118 112 II5 I16 
I2I 121 II9 I16 120 119 120 123 
I4I 143 146 I5I 156 154 153 I51 
146 147 146 I49 I5I I50 I5I 155 
136 137 139 139 139 138 140 145 
129 127 126 27 I24 125 128 128 
I24 128 128 126 119 124 123 1%) 
118 120 120 120 I2I I19 II9 120 
II5 I16 182 By) II5 II5 II4 LE3 II5 
131 132 133 134 135 134 134 135 


OURCES: Organization for European Economic Co-operation (OEEC), Statistical Bulletin; and general statistics. 
° 


Figures affected by strikes. 


9 1955, the rate of increase was slower than in Western 
sermany, but in 1956 the rising trend speeded up, and, 
fter a dip in the middle of 1957, there was a new surge 
orward which lasted until the beginning of 1958, since 
vhen French industrial production has receded.?? 

The other countries of Western Europe naturally show 
atterns of development which reflect those of their larger 
eighbours; the strong upward trends in Austria and Italy, 
vith a further rise in 1958, resemble the West German 
attern, while the output curves in the Scandinavian coun- 
ties, as in Belgium and the Netherlands, were rather 
imilar in shape to that noted for the United Kingdom, 
Ithough in all these countries along the Atlantic seaboard, 
xcept Belgium, production was a good deal higher in 
958 than in 1955. 

Despite these similarities, there was a sharp contrast be- 
ween the United Kingdom and the remainder, taken as 
whole. In the five-year period 1953-58, industrial output 
n the United Kingdom rose by 14 per cent, whereas con- 
inental output increased by about 40 per cent. It is also 
lear that, in the initial phase of the expansion, Western 
sermany supplied the main driving force for the region 
nd that, in the slowing down phase, accelerated develop- 
nent in France contributed to the prolongation of the 
pward movement, until growing imbalance between France 
nd its trading partners brought the long expansion, which 
ad lasted for more than a decade, to an end. 

There were several reasons for this levelling-off. The 
rowth of trade was not very even, while for several coun- 
ries the export of capital led to pressure on foreign re- 
erves. The United Kingdom did not share fully in the 
xpansion of trade from 1953 to 1955 — exports of goods 
nd services rising only 2 per cent at current prices — 
nd adopted restrictive measures from the beginning of 
955, as did Norway and Sweden. By 1956 all countries 
xcept France were applying the brake. While in some 
he object, at least in part, was to achieve or maintain a 
urplus in foreign payments, there was also one reason 
ommon to the whole region: fear of inflation. Prices were 
till rising, and in fact some acceleration was evident in 

56. 

Fistesest rates were raised in nearly every country, and the 


22 The fall in the third quarter may, however, be exaggerated, 
ecause of inadequate compensation for the seasonal decline in 
utput due to holidays. 


various forms of public encouragement to house-building, 
which were important in the genesis of the boom, were 
diminished or discontinued. Private industrial investment 
was restrained on the whole by monetary rather than fiscal 
measures, including rising interest rates and credit restric- 
tions. But Government deficits on current account tended 
to decrease (or surpluses to increase) in Belgium, Norway 
and the United Kingdom (where defence expenditure 
fell), and public investment plans were cut in Belgium 
and the United Kingdom, though in practice these cuts 
did not always become effective. 

The restraining influence of these policies and the grad- 
ual disappearance of the pent-up demand for investment 
were clearly beginning to be felt two years ago and might 
have been noticeable earlier except for the confusing effects 
of the Suez crisis, which interfered with normal trade 
relations. But in the second half of 1957 it became clear 
that the external conditions of Europe’s boom had also 
changed; prices of primary commodities were dropping, and 

roduction in the United States was falling off. 

The first effect of the decline in the prices of primary 
commodities was that the balance-of-payments position of 
European countries was eased; but fears arose that the 
lower purchasing power of primary producer countries 
would react on the demand for European exports. The 
downward turn in the United States was watched with 
even greater apprehension, for several reasons. In the first 
place, there was a danger that the United States’ demand 
for Western European exports would decline; secondly, 
that there would be a decrease in its demand for the ex- 
ports of primary producer countries, which would then 
react on their demand for European exports; and, thirdly, 
there were fears as to the psychological impact of a United 
States recession on the attitude of Western European busi- 
ness. In fact, these anxieties proved to be exaggerated. 
Although demand from primary producer countries fell, 
it was prevented from slumping drastically by international 
aid programmes, mainly in Asia, and by capital inflows, 
and a large number of countries drew on reserves or mo- 
bilized short-term credit as well. As was explained above, 
in part A, the recession in the United States turned out 
to be short-lived and had remarkably little effect on its 
imports, particulary those of manufactures from Western 
Europe, which actually rose. 

Although there was a slowing-down or decline in 1958 
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in every country in Western Europe, it took place for 
three reasons not directly connected with the United States 
recession. Firstly, exports tended to level off or fall. Se- 
condly, private investment in fixed capital grew more 
slowly, if it continued to rise at all; this was a result 
partly of monetary restrictions and partly of the appearance 
of excess capacity throughout the region. Thirdly, invest- 
ment in inventories fell, and in places inventories of ma- 
terials were used up. Less important influences were the 
slower rise in public consumption and the decline in 
private purchases of textiles and durables, excluding pas- 
senger cats in some countries, though the upward trend 
of consumption of food and services continued. 

Although there were no direct links, the pattern evi- 
denced certain similarities with that of the United States. 
The same three main sources of weakness that have been 
outlined in the previous paragraph could be seen on both 
sides of the Atlantic, and similar changes occurred in the 
pattern of consumption. But in each case the tendencies 
to recession were weaker in Western Europe, so that their 
combined effect was to check growth rather than to induce 
a severe recession. As a consequence, Government ex- 
penditure was not, as it was in the United States, raised 
to promote activity, at least until later in the year. 

As in the United States, textiles, coal and, to a lesser 
extent, steel, were among the industries most severely hit 
almost everywhere. Textiles suffered from increasing Far 
Eastern competition in both domestic and export markets, 
as well as from stagnant or ebbing consumer demand. Coal 
— for many years in very short supply — started to meet 
increasing competition from petroleum, and this became 
more serious as the expansion of demand for energy slack- 
ened, but output was not reduced very much and inven- 
tories accumulated at pithead.?* In steel, the change from a 
sellers’ to a buyers’ market, associated with a slowing- 


*8 Coal rationing was abolished in the United Kingdom in 1958. 
This was the last remaining vestige of the wartime rationing scheme. 


down in the growth of re investment, especially the — 
onset of a decline in ship-building, led to a rapid liqui- 


dation of users’ stocks, which in turn caused a fall in 
steel output, especially in the United Kingdom and West- 
ern Germany. ee 

Although these common characteristics existed, the pat- 
tern varied greatly from country to country. Development 
in a number of important trading partners of Latin Amer- 
ica will be considered separately.?* 


1. United Kingdom 


It was the decline in activity and imports in the United 
Kingdom that was the most important in Western Europe 
in 1958, not because it was relatively the greatest, but 
because it occurred in the largest economy. 


From 1956 to 1957, as in most previous years, all com- — 


ponents of national expenditure had been increasing. But, 


except for fixed investment, the increases were now slow 


and Government consumption declined because the armed 
forces were reduced (see table 10). In 1958, personal 
consumption continued to expand, partly because of the rise 
in real incomes following the improvement in the terms 
of trade, and Government consumption virtually ceased to 
fall. Exports, however, declined, the rise in fixed-capital 
investment was halted, and the other important negative 
influence in 1958 was that inventory-building was slower. 
From 1955 to 1957, inventories had accumulated at a fast 
rate, despite the failure of output to rise significantly, and 
towards the end of this period the accumulation of stocks 
of finished goods was apparently unintentional. In 1958, 
there was a general reduction in the rate of addition, and 
stocks of various commodities, especially materials, were 
reduced, though private destocking apparently ceased in 
most lines in the second half of the year. 


24 Apart from being major importers of Latin American products, 
these countries together exercise a preponderant influence on activity 
and trade in the rest of the world. Thus their progress affects 
Latin American exports both directly and indirectly. 
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Table 10 


WESTERN EUROPE: CHANGES IN REAL GROSS NATIONAL PRODUCT AND ITS 


COMPONENTS IN SELECTED COUNTRIES, 1956-57 AND 1957-58 


(Percentage changes in volume) 


United 


W estern 


Nether- 


Kingdom Italy Germany lands France 
1956 to 1957 
Gross national product 1.8 5.8 5.0 2.4 6.1 
Rersonalmconsumption.i) 0) ne 1.9 4.2 4.6 —o.8 5.8 
Government consumption. ... . —2.9 DB} 6.8 —2.4 6.1 
Gross fixed investment. .... . 4.5 7.6 0.3 BG 8.5 
Inventory investment. . . . 2 S : g i 
Exports of goods and service Ttedt 20.5 18.3 6.5 3.6 
LimpoLrtse are eee ee, ee 3.6 10.7 18.8 4.3 5.0 
1957 to 1958 
Gross national product —9o.4 4 2.8 I 2 
Personal consumption ...... 2.3 3 3.4 2 — 
Goverment consumption ..... —0.6 9 4.0 1.5 —1I 
Gross fixed investment. . .... —0.3 a 4.4 —9 2 
Inventory investment. . . . £ ake ME ae By 
Exports of goods and service —3.3 5.5 3.5 6 7 
A NSayeXopance, Meal A hess Mtn Oy wae ees —I.4 — 7.0 —4 —I 


SSS ES LT IT IS I I TS EE IE ET AI PLD TL TD 


Sources: Economic Commission for Europe, Economic Bulletin for Europe, Vol. Il. No. 1; and national statistics. 


a Large rise. 
b Unchanged. 
¢ Fall. 


On the other hand, the liquidation of strategic stock- 
piles was halted earlier. Limited liquidation was announced 
as a policy in 1956 and continued into 1958, when it was 
largely suspended on the grounds that it would unsettle 
the market further.2* According to official estimates, about 
55 000 tons for copper, i.e. over half the total, have been 
sold out of the strategic stockpile. There were also large 
sales of zinc (18 000 tons), wool (14 000 tons) and lead 
(37 000 tons), before sales were suspended in February, 
April and June 1958 respectively. There is no means of 
knowing how these sales were timed, but the dates of their 
Suspension suggest that in most cases there was less liquida- 
tion in 1958 than in 1957. 

Since the national product had previously been rising 
at a slow rate, the depressive influences, though weak, were 
enough to induce a mild decline.26 There were several 
definite signs of over-supply in the economy in the second 
half of the year, and prices ceased to rise. Unemployment 
reached 21/ per cent towards the close, but — as in the 
United States — employment decreased more than unem- 

loyment increased, because married women and the elderly 
left the labour force. The rise in wages (3 to 4 per cent) 
was smaller than in previous years, and imports fell. 

From the third quarter of 1957 onwards, there was a 
striking improvement in sterling-area gold reserves, enabl- 
ing the Government to make sterling de jure convertible 
for non-residents in the closing days of 1958.27 This im- 
provement was due mainly to changes in the direction of 
flows of capital, especially short-term capital. A large sur- 
plus in the current balance of payments continued, as pre- 
viously, to finance overseas investment, which is almost 
exclusively directed towards the sterling area. 

The mild recession was, if not caused, at least precipi- 
tated by the restrictive measures taken in September 1957 
to defend the gold reserves. The bank rate was hoisted to 
a crisis level of 7 per cent; some public investment plans 
were reduced; and credit was restricted. But by the be- 
ginning of 1958, it became evident that the world economy 
had entered upon a different phase, and the restrictive 
measures were then relaxed one by one. Interest rates were 
lowered by stages, bank credit made more easily available, 
consumer credit regulations relaxed and public investment 
encouraged. These measures had already begun to take 
effect in 1958. Some recovery in industrial output could 
be detected, followed by some reduction in unemployment. 
The 1959 budget provided additional stimulus by tax re- 
ductions. Since excess industrial capacity was estimated at 


°° Data for this paragraph are taken from The Economist, 24 
January 1959. 

26 Developments in the United Kingdom show the closest formal 
similarity to those in the United States. Inventory investment, fixed 
investment and the export surplus declined. Consumption continued 
to rise, and though Government consumption did not increase, its 
decline was slowed down. 

*7 Tt should be emphasized that what happened was merely that 
the Government guaranteed the rate for transactions in transferable 
sterling (a rate which it had been supporting for nearly four years 
at a level close to official parity). Sterling in the hands of residents 
of the sterling area can stil! only be converted into other currencies 
subject to exchange control. Thus tourist spending is subject to 
annual limits; capital accompanying emigrants is restricted; imports 
from the dollar area are controlled (though the restrictions have 
recently been eased in the United Kingdom); direct investment 
projects outside the sterling area are subject to individual scrutiny 
and licence; and residents cannot buy dollar securities, except from 
a small pool available in London, nor can they speculate directly 
in foreign exchange. Thus exchange control remains in this sense 
more restrictive than, for example, in Latin America. 


about 20 per cent at the end of 1958 the physical conditions 
are present for further expansion. 


2. Western Germany 


In the period 1950-55, the volume of exports rose by 22 
per cent per annum (i.e. somewhat faster than the volume 
of imports), personal consumption by 9 per cent and fixed- 
capital investment by 1114, per cent. Some slowing-down 
in this extraordinary rate was to be expected after export 
markets had been re-established, industry re-equipped, pre- 
war living standards restored and unemployment reduced 
to low levels. The major element in reducing the rate 
seems to have been that fixed-capital investment ceased to 
grow significantly (see again table 10), reflecting cautious 
financial policies. The expansion in exports continued at a 
high level throughout 1957, and Government consumption 
also climbed fast. However, at the end of 1957, the rapid 
growth of inventory investment practically ceased, and the 
rise in the national product became considerably slower. 

In 1958 there was a further, though smaller, increase 
in Government consumption. The two main weaknesses, 
as in the United Kingdom, were exports and inventory 
investment. But, though these both slowed down noticeably 
in Western Germany, they did not actually fall, if the 
year is taken as a whole. A large proportion of exports 
consisted of vehicles and equipment, the markets for which 
remained fairly strong. 

Inventory investment did shrink somewhat in the first 
half of the year. Moreover, declines in construction out- 
weighed the continued, but limited, increases in industrial 
investment. Still, the danger of a recession was averted by 
greater liquidity. Interest rates were lowered in successive 
steps after September 1956, though in 1957 the effects 
were offset by the raising of reserve requirements. After 
the middle of 1958, fixed-capital investment climbed once 
more and inventory investment also increased, although part 
of the latter rise was involuntary. 

Since West German long-term investment overseas re- 
mained small in 1957, the improvement in the balance of 
payments for that year, and the speculative movements 
of short-term funds into Western Germany which this en- 
gendered, threw the intra-European payments mechanism 
out of gear. There was litte progress in 1958 in eleminat- 
ing the chronic surplus in the balance of payments, despite 
more expansive financial and fiscal policies. The volume 
of imports grew again, and by more than the volume of 
exports, but this difference was offset by the improvement 
in the terms of trade. So gold reserves continued to rise 
throughout the year, though not quite as fast as in 1957. 

While the increase in exports from Western Germany 
continued to pose problems for other Western European 
countries, they were themselves insufficient to sustain the 
expansion of the West German economy. Personal con- 
sumption climbed more slowly in 1958. Disposable per- 
sonal incomes were growing at an annual rate of 8 per 
cent in the first six months and 6 per cent in the second. 
But about half of this gain was absorbed in price rises, 
and the proportion of income saved rose sharply in the 
first half-year. The demand for durables fell, and although 
there was an increase in purchases of other consumer goods, 
in some cases inventories appeared oppressive, and the out- 
put of consumer goods industries (other than food process- 
ing and passenger-car manufacturing) was generally lower. 

While the increase in total output in 1958 was only 
moderate, especially in comparison with previous years, 
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the technical possibilities of further expansion appear ex- 
tensive. Even in 1958, industrial output per man/hour rose 
about 5 per cent, and considerable surplus capacity appear- 
ed. At the end of the year, however, under the stimulus 
of increased investment, there were signs of renewed ex- 
pansion. 

Although the economic growth of Western Germany is 
somewhat slower than it was, its imports have doubled 
in the last five years, and it is now easily the largest con- 
tinental European importer from Latin America.?* Further 
increases can be expected as expansion is resumed. There 
are also other possibilities for importing more from Latin 
America. So far, the reduction in tariffs has been chiefly 
concentrated on industrial goods (in June 1956 and August 
1957), and imports could be expanded substantially by 
reducing the fiscal burden on commodities like coffee, and 
by giving less protection to agriculture. Moreover, the flow 
of capital to Latin America could be much greater if the 
surplus on current account were devoted to overseas invest- 
ment. 


3. France 


The French economy contracted suddenly after a rapid 
tise which had lasted for several years and continued into 
1958. This boom had included a general expansion in all 
domestic sources of demand: capital investment, Govern- 
ment expenditure, including military spending, and personal 
consumption (for the 1956-57 figures, see again table 10). 
Industrial output and imports grew quickly, but there was 
no corresponding expansion in exports. In the rest of 
Western Europe, growth almost ceased, and French prices 
rose relatively fast. Consequently, there was a severe bal- 
ance-of-payments crisis in the second half of 1957. 

Admittedly, the strength of the German mark and the 
fear of the eventual devaluation of the franc led to specu- 
lative movements of funds and to the accumulation of im- 
ported goods, but the reasons for the crisis were more 
deep-rooted. In fact, French exports had been stagnant 
since 1955 despite the continued boom in Western Europe 
in 1956, and the increasing volume of imports caused a 
steady and continuous decline in gold reserves. The de facto 
devaluation in the third quarter of 1957 had little im- 
mediate effect; the new rates of exchange had to some 
extent already existed for exports, and continuing inflation 
soon offset any fall in export prices expressed in foreign 
currencies. But additional taxes were also introduced, sub- 
sidies were reduced, the housing boom was brought to a 
halt by the end of the year, and quantitative restrictions 
were imposed on imports, especially on those from the 
dollar area. 

The deflationary measures began to take effect in 1958. 
The rise in fixed investment slowed down and petered 
out after the middle of the year. Military expenditure went 
up further, but Government consumption as a whole was 
stabilized and then fell. The rate of increase in wages slowed 
down, and real wages ceased to rise, so that consumption 
expanded only gradually in the early months and probably 
dropped slightly in the second half of the year. By August, 
as in the United Kingdom, conditions were considered 
safe for easing restrictions on consumer credit, in order to 
facilitate the sale of durable consumer goods, though tax- 


28 In 1958, since its imports from Latin America fell less than 
those of the United Kingdom, Western Germany ran the latter very 
close as Latin America’s second-largest customer. (The United States 
is of course easily the largest.) 
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ation on such goods continued high, and in the fourth 
quarter — again as in the United Kingdom — unemploy- 
ment became more evident. ee ots rose in 1958, but 
mainly those to the franc area; foreign demand for steel 
and ships weakened noticeably, and agricultural exports 
fetched lower prices or contracted in volume because of 
smaller harvests. 

Imports showed little change but the improvement in 
the terms of trade, invisible items and capital flows, in- 
cluding some repatriation, meant that France started to gain 
reserves in the second half of the year. 

At the very end of the year, a series of new measures 
was announced, designed to solve foreign exchange and 
trade problems and to facilitate the inauguration, on 1 
January 1959, of the European Common Market. The franc 
was devalued by one-sixth and made convertible for non- 
residents; liberalization was extended to cover 90 per cent 
of trade with other Organization for European Economic 
Co-operation (OEEC) countries and 50 per cent of trade 
with countries in the dollar area. Instead of relying on 
quantitative restrictions of imports as hitherto and on special 
incentives for exports, the same effect is to be achieved by 
making imports dearer internally and cheapening French 
exports on foreign markets.?° The possibility of speculation 
against further devaluation was checked by the simultaneous 
arrangement of credits (totalling over 400 million dollars) 
with United States and Western European banks. 


4. Other major trading partners of Latin America 


In Italy the rise in demand slowed down considerably in 
1958, with moderate increases in exports and in personal 
consumption, and no additional growth of investment. The 
balance of payments improved further because prices were 
lower and the volume of imports unchanged. Steps were 
taken during the course of 1958 to revive expansion (in- 
terest rates were reduced; credit was made easier; and 
public works speeded up), and they had produced some 
effect by the end of the year. The Government later an- 
nounced its intention of applying more active measures, 
especially to relieve conditions in the depressed South. 
Conditions for expansion — good balance of payments, 
internal financial stability and adequate manpower — were 
certainly present. 

In the Netherlands restraining policies were adopted 
earlier than elsewhere, and the balance-of-payments dis- 
equilibrium of the first half of 1957 was quickly corrected. 
Exports continued to rise while imports fell. Policy then 
turned expansionist earlier than in other countries; rates 
of interest were reduced in 1958 and the cash deficit of 
the Government increased. Government expenditure levell- 
ed off and began to rise, partly because of higher disburse- 
ments for agricultural subsidies to offset lower world prices. 
After May 1958, incentives were given to halt the fall 
in investment and the reduction of stocks apparently came 
to an end. 

Belgium has experienced the greatest decline in Western 
Europe, with exports and investment both falling sharply. 
The drop in production started in 1957 and became severe 


2° The series of measures taken in France to improve the balance 
of payments bear a strong resemblance to those adopted in Argen- 
tina at almost the same date with the same object (see Part Two, 
chapter II, section A, of the present Survey). With a better internal 
balance, however, more elasticity in the supply of exports, and 
more scope for economies in imports, the French foreign exchange 
problem appears less intractable, although in Argentina the pressure 
to maintain real consumer incomes may not be so strong. 


in 1958. The economy was unfavourably placed because 
of its heavy reliance on exports of products supplies of 
which exceeded requirements throughout the world, such 
as metals and textiles. Moreover, internal influences con- 
tributed to, instead of offsetting, the decline. In 1956 and 


1957, attempts were made to limit investment by fiscal 
measures and these continued after the downward turn had 
started. In 1958, however, the money market was reformed 
and expansionist measures were taken, which appeared to 
halt the recession. 


IJ. WESTERN EUROPEAN IMPORTS 


In 1958, the value of total imports of Western European 
countries from all areas fell by 7 per cent in comparison 
with the preceding year’s figure. As is shown in table rr, 
the greatest drop was in imports from North America 
and the smallest in imports from other Western European 
countries. Imports from the primary producer countries fell 
by about 1 000 million dollars, or 7 per cent, which was 
approximately equivalent to the fall in prices. The net 
change in Western Europe’s volume of imports of primary 
commodities must therefore have been small. 

The total imports of every major trading country in 
Western Europe, except Norway, declined in value, as did 
their imports from the primary producer countries. In the 
case of Western Germany, the shrinkage in imports from 
ptimary producers appeared to be definitely less than the 
drop in prices, so that the volume continued to expand 
slightly, in association with the continued rise in the na- 
tional product. But the imports of Belgium and the United 
Kingdom from primary producer countries fell by more 
than could be accounted for by price declines, because of 
the mild industrial recession and the falling-off in inventory 
investment discussed above. 

Just as the general pattern of economic events in the 
United States was reflected, in some degree, in Western 
Europe, so the pattern of changes in imports was also 
similar. Base metals and other materials were responsible 
for much of the decline, as can be seen in table 12, and 


imports of textile yarn and cloth also fell. In most cases, 
lower prices were the main reason. Contractions in volume, 
which were more moderate, were chiefly attributable to 
changes in inventory investment, although also to the weak- 
nesses in engineering and, more particularly, in textile out- 
put in some countries. Food imports showed little change 
in value and must have risen in volume. Imports of manu- 
factures (except textiles) continued to expand. The major 
difference from the situation in the United States was that 
fuel imports into Western Europe shrank substantially. 

The decline was severe in copper, because of price 
changes, and there was also a big decrease in imports of 
fibres, particularly wool. As regards foodstuffs, the bigger 
European harvests led to a reduction in the volume of 
sugar imports in 1958, but in the case of most other foods 
the quantity imported continued to rise. 

In the case of coffee, only a moderate decline in value 
was registered, because slightly larger quantities were im- 
ported, and there were increases in the value of imports 
of fruits (including bananas) and cacao, big enough to 
imply — at least in the former case — greater volumes. 
The contraction in fuel imports was due to two main 
reasons. The coal market deteriorated as local surpluses 
appeared, and imports of petroleum fell somewhat from 
the rather high level of 1957, when inventories, which 
had been depleted during the Suez crisis, were being built 
up again. 


Table 11 
WESTERN EUROPE: IMPORTS OF SELECTED COUNTRIES, BY ORIGIN 1957 AND 1958 


(Millions of current dollars, cif and percentage changes) 


Imports cif from: Percentage 
Gg Y Total Pri : pant 
ountry ear otal® West North rimary imports Jrom 
Europe America orn et! ee 

Belgium-Luxembourg . . .... . 1957 3 417 2 081 466 786 
1958 3 136 1 982 355 723 Ts 

tal CCU emp bene ey vol Mic geres Vis et, 1957 6170 2 086 895 3,034 
1958 5 604 I 961 619 2 844 — 6 

Wester. Gerinany, 209. woe at: 1957 7524 3 562 I 524 2134 
1958 7 361 3 826 I 235 2020 —5 

Mtl Vee rr A a Bac Pa 1957 3 626 I 528 743 I 236 
1958 3156 I 381 560 I I14 —I10 

INetner andSty seca eto ok eer as 1957 4104 2 392 594 I O15 
1958 3 625 2 101 461 955 = G 

Wnitedmingdom’a : 2 fe ee. 1957 II 398 3 235 2 256 5 548 
1958 Io 582 3 241 I 853 5 103 — 8 

ern COUNtTICSS: pee ey a oes vitals: 1957 10 178 6 937 I 414 I 242 
1958 9 867 6 878 I 167 I 190 —4 

Wotaltayees ani. 5s ogg) 1957 46 417 21 821 7 892 14.995 
1958 43 331 21 370 6 250 13 949 —— 7 

Percentage change in total. .... —7 —2 —21 —7 


ee EE 
Source: OEEC, Statistical Bulletin, Foreign Trade, Series I. 

2 Includes imports from other areas (Soviet Union, Eastern Europe and Japan). 

> General imports. i 

© Includes the other OEEC countries. 
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Table 12 


WESTERN EUROPE: IMPORTS OF SELECTED COUNTRIES BY MAIN COMMODITY GROUPS, 1957 AND 1958 


(Millions of current dollars cif and percentage changes) 
ae 


Belgium- 
Commodity pte Year Pane 
Food, beverages, tobacco. . . O.1 1957 477 
1958 468 
Rawematerialsemrsee a 2.4 1957 786 
1958 397 
[Sh eo ceeee ae SENN Ee i eae eee 3 1957 442 
1958 424 
GChemicalsasenae.. Seo tO: 5 1957 200 
1958 205 
Textiles (yarns and cloth) . . 65 1957 131 
1958 III 
Basesimetalsay cree wears ciel 68 1957 276 
; 1958 234 
Metal-using manufactures (ex- 
cluding transport equipment) GD, Fh 1957 442 
1958 420 
72 
Transport equipment ... . 73 1957 210 
1958 238 
Other commodities ..... Sh OE 
61 - 64, 1957 453 
66, 67 1958 439 
Total . 1957 3147 
1958 3,136 
Percentage change in total. . —8 


Total 
countries 
Posty: ae listed 
, t 
Erguce bang Italy nis Rin Per- 
cent- 
age 
ahawke 
I 327 2058 510 579 4 183 9 134 
I 412 1.944 546 558 4218 9 146 — 
I 742 2320 I 233 676 3272 IO 029 
1392 = 1. 895 965 548 2543 7940 = —23 
I 260 867 755 692 I 304 5 320 
I 105 750 622 615 I 234 4750 —II 
241 227 180 200 320 I 368 
226 272 197 200 335 I 435 5 
60 376 51 219 250 I 087 
44 370 43 180 238 986 —="9 
429 672 278 397 761 2 813 
428 741 224 313 620 2 560 —9 
639 333 376 525 477 2792 
607 445 335 553 515 2 875 +43 
108 136 67 266 II5 902 
III 174 42 222 137 924 + 2 
311 510 176 550 716 2716 
279 770 182 436 742 2 848 on SS 
6170 7524 3,626 4104 II 398 36 239 
5 604 7 361 3156 3 625 Io 582 33 464 — 8 
—9 —2 —13 —I12 —7 —8 


Source: See table 9. 


Ill. ImMporTsS FROM LATIN AMERICA 


Imports of Western European countries from Latin America 
increased in value by 18 per cent in 1956 and 15 per cent 
in 1957, that is, by 35 per cent in two years®® (see again 
figure IV). Without petroleum, the increment in these years 
was 22 per cent, of which about 15 per cent was due to 
an expansion in volume. But volume rose by only 5 per 
cent in 1957, after a rise of ro per cent in 1956. 

It seems from partial data, covering the bulk of Western 
European imports from Latin America (including petro- 
leum), that the value of these dropped about 14 per cent 
in 1958 (see table 13) i.e. to somewhat below its 1956 
level. 

The decline in imports from Latin America was mainly 
a price fall. The movement of European market prices for 
16 commodities important in Western European imports 
from Latin America is shown in table 14; the commodity 
groups which the quotations represented accounted for 87 
per cent of trade in 1957, excluding petroleum. 

There is an average time-lag of about three months be- 
tween the date of the quotation and the arrival of corre- 
sponding imports in Europe, so that the base period can 


8° Switzerland is excluded from these figures. 
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be taken to refer to 1957 imports, and the index number 
for prices of imports actually arriving in 1958 would be 
about 89.*! This figure is confirmed by an average value 
index constructed for the main commodities (see again 
table 13). The fall of about 11 per cent, between 1957 
and 1958, in prices of Latin American commodities (led 
by coffee, sugar and copper) exceeded the general average 
for primary commodities imported into Western Europe. 
But an index based on cif prices exaggerates the contrac- 
tion in Latin American receipts, since part of the decline 
was due to the sharp fall in shipping freights.*? 

This price index suggests that out of the 14-per-cent 


*? Price changes for individual commodities are discussed in 
detail in chapter II. 

°° The decline in the unit value of United States imports from 
Latin America was only about half as much. This is partly because 
United States imports are valued fob, and therefore reflect more 
closely the decline in Latin American export unit values (about 7 
per cent in 1958); partly because some products imported into 
Western Europe (but not the United States), such as cotton, maize 
and wheat, were subject to particularly large price falls; and partly 
because prices of United States imports of sugar are supported 
whereas the free-market prices paid by Western Europe dropped 
sharply (see again table 14). 


Table 13 


WESTERN EUROPE: IMPORTS FROM LATIN AMERICA BY SELECTED COUNTRIES, 
1957 AND 1958? 


1957 

(Millions 

of dollars) 
United Kingdom . 968 
Western Germany 802 
Brances ae 286 
Netherlands . 345 
ltalygeraeree soe? any: 243 
Belgium-Luxembourg 147 
NOGA Se @oynmtises, 5 4 6 4 - 2791 


Change 1957 - 58 


Volume 
Value (Percentage) 
(Millions (Percent- Includ- Not includ- 
of dollars) age) ing oil ing oil 
—I4I lp} Fess art 
— 45 =a eu “at 
orp: —26 ay) aay 
—I105 —30 —I4 +10 
a) —14 Saal a 
— 12 —2 +15 —4 
—413 eld. = 3 ap 2 


Source: See table 9. 


a These six countries between them account for nearly for nearly 90 per cent of the imports of Western Europe from 


Latin America. 


b An average value index was derived from quantities and values for the commodities shown in table 15. 


decrease in value the greater part must have been the 
result of lower prices, but that there was also a shrinkage 
in volume. Only imports of Latin American products into 
Belgium-Luxembourg and Western Germany were likely 
to have siaes in volume, and decreases were apparently 
moderate for Italy and the United Kingdom but heavy for 
the Netherlands and France. 

Two commodities — petroleum and sugar — each ac- 
counted for rather more than one-third of the total decline 


in value (see table 15). Imports of Latin American pe- 
troleum were at exceptionally high levels in 1957 because 
of a temporary diversion of demand from the Middle East. 
These moved steeply downwards in 1958, mainly because 
of a reduction in volume. The decline in petroleum imports 
was relatively very large for Italy and the Netherlands. 
West German imports of petroleum from Latin America, 
however, were actually higher in 1958 than in 1957. If 
imports other than petroleum are taken in the aggregate, 


Table 14 


WESTERN EUROPE: INDEX OF MARKET PRICES OF IMPORTS FROM LATIN AMERICA 
EXCLUDING PETROLEUM, QUARTERLY AVERAGES, 1957 IV TO 1958 IV 


(October 1956 — September 1957 = 100) 


Beef? . 

Wheat”. 

Maize® . 

Sugar? . 

Coffee® . 

Cocoa’ . ae, BOR 
Sunflower seedcake® 
Cattle hides® 
Hardwood! 

Wool! 

Cotton* . 
Irooueeer 
Linseed oil™ 
Copper". 

Lead” 

inser 


Total. 


1957 1958 

IV I II Ill IV 
98 102 10%) 140 121 
94 90 89 91 89 
87 75 74 73 UE 
74 69 66 67 68 
94 93 86 79 75 
145 160 173 169 149 
86 77 76 84 95 
103 105 102 95 104 
100 100 98 97 96 
97 87 76 74 69 
94 80 86 86 82 
96 94 90 89 91 
92 92 93 97 9° 
76 69 2 84 95 
76 70 7o 67 7o 
94 94 94 93 97 
91 88 88 89 87 


aaa 


Source: Information provided by 


National Institute of Economic and Social Research, London. Weights are 


proportionate to Western European imports in 1957. Prices used are mostly prices in London markets of 
Latin American products. (In some cases United States quotations have been taken as a better guide for Latin 
American products.) For more information on the methods used, see the Institute’s Economic Review, No. 1. 


a Argentine beef in London. 

»b Argentine wheat, cif London. 

¢ Argentine maize, cif London. 

4 Raw Cuban sugar, fob. 

e Brazilian coffee in New York. 

f West African cocoa in London. 

& Argentine seed in London. 

h Argentine cattle hides in London. 

i Board of Trade wholesale price for imports. 
j Raw Argentine wool in Boston. 

k Peruvian cotton, cif Liverpool. 

1 United Kingdom average arrival prices. 
m Argentine oil in London. 

n London Metal Exchange. 


a 


a \ 


WESTERN EUROPE: IMPORTS OF NINE MAIN COMMODITIES eres LATIN AMERICA INTO SELECTED EUROPEAN 
1957 AND 1958 


a SE EE ER SS SS SE A RR SC SS A I I SY 


Change, 1957-584 


COUNTRIES, 


Table 15 


(Millions of dollars cif and percentage changes) 


Commodity fae t Waited Weevtern epber- Belgium- Total Value Volume 
ou Kingdom Germany trans te ~btie Italy (ao Percentage 

Meat . 269 — 8 —I0 + 2 —iI —I + 8 — 10 — 4 —II 
Cereals . I4I + 5 — 6 _ — 1 +5 —7 — 4 — 3 +11 
Fresh fruit 87 + 2 +14 _ = = — + 16 +18 +18 
Sugar . 281 — 65 —61 —13 —15 —2 + 8 —148 —20 —28 
Coffee. 345 cae Pe 23 0 =n ao cae 37 oe “are 
Wool . 147 — 10 —II —12 — 6 —7 —I2 — 58 —39 —I19 
Cotton é 148 —- 9 +27 —13 + 8 —I + 4 + 16 + 6 +18 
Goppetes ana 145 —- 7 + 4 — 2 — — —I0 — 15 —I4 + 6 
Total, 8 commodities . I 563 — 94 —66 —48 —18 —9 — 5 —240 —I15 —4 
Petroleum . ty aes 548 — 32 +22 —23 —21 +2 —21 —136 —25 +16 
Total, 9 commodities . phate —126 —44 —7I —26 —7 —26 —376 —18 —7 


| SR ES LT IT ES EE I EI CT ICE TET EE IE TELESIS, 


Source: See table 9. 


a The total imports of these six countries from Latin America amounted to 2 791 million dollars in 1957 (see table 13). 


WESTERN EUROPE: 


Table 16 


IMPORTS OF SIX SELECTED COUNTRIES* 


AND FROM LATIN AMERICA, BY PRODUCTS, 1956-58 
(Millions of dollars cif) 


FROM THE WORLD 


Imports from Latin America 


: SITG Total» Latin America as a percentage of 
Commodity the total 
code 1956 1957 1958 1956 1957 1958 
1956 1957 1958 | 
Food (including beverages 
and tobacco) . foe OI 6 502 6555 6552 I 150 I 355 I 208 18 21 18 
Meat . . obs 653 710 716 228 269 259 35 38 36 
Wheat . ; O41 822 680 522 103, 90 61 13 13 I2 
Maize. . 044 302 273 276 63 51 74 21 19 27 
Fresh fruit . O51 577 653 719 75 87 103 13 13 14 
Sugar . O61 390 616 379 122 281 133 31 46 35 
Coffee . O71 593 628 596 342 345 309 58 55 52 
Cacao . 072 221 245 312 27; 40 53 17 17, 17 
Textile fibres . 26 2 318 2713 I 926 404 302 261 7 II I4 
Wool . . 262 I 146 I 381 889 145 147 91 13 II 10 
Cotton. . 263, 968 I 053 810 251 147 165 26 14 20 
Petroleum and petroleum 
products . Ri) Bie 2 743 3447 3 241 321 548 412 12 16 13 
Metals (including ores) 28 68 2 608 2 626 2 062 327 341 295 13 13 I4 
MfOONOLeCme Nc nes) cs 281 316 395 325 64 99 97 20 25 30 
Non-ferrous ores° . 283 474 521 380 56 66 52 I2 13 I4 
Copperueenee ies. 42". 682 682 FOL 639 176 I45 131 26 21 20 
Total of above groups I4 171 15 341 13 781 2 202 2 546 2176 15.5 16.6 15.8 
Groups in which Latin 
America exports little 
or nothing . ; 6188 6 961 6 221 192 245 Pit) 3 4 3 
Total imports 20 359 22 302 20002 2 394 2,791 2,388 11.8 12.5 11.9 


| A TT TLE TS SEL ER SIL RT PT TLE TM TET SESS ES REITER IETS FLO TT OS EE LE LRAT I EL ST ELE LOD RRL LI BEE TEES TD OE ESSIEN ss FOLD MEE ESE TOTO 


Source: See table 9. 


a Belgium-Luxembourg, France, Italy, Netherlands, the United Kingdom and Western Germany. 


> Excluding imports from OEEC countries. Sane: 
© This excludes refined metals, in contrast to the corresponding item in table 8. 
4 This excludes ores, in contrast to the corresponding item in table 8. 


24 


it will be seen that there was a small upward trend for 
the region as a whole, despite a sharp fall in France, 
and the volume of purchases from Latin America appar- 
ently rose somewhat in Westetn Germany and the Nether- 
lands (see again table 13). 

Imports of sugar decreased by more than 50 per cent in 
value. While Italy imported no sugar from Latin America 
in 1957, and made some purchases in 1958, declines were 
shown for all the other countries mentioned in table 15. 
Latin America suffered, like other sugar suppliers, as a 
result of the big beet harvest in Western Germany, and 
there was also a substantial contraction in Latin American 
sales to the United Kingdom. The proportional fall in the 
value of wool imports into Western Europe was even 
greater, owing to a sharp drop in prices, and it affected 
each importing country. Wool is not, however, of such 
great importance in Western European purchases of Latin 
American products; consequently the absolute loss of for- 
eign exchange was not so serious. Imports of Latin Amer- 
ican fruit (including bananas) showed the biggest increase 
in table 15, largely because of heavier purchases by West- 
ern Germany; this was wholly a rise in volume since prices 
showed little change. The other important expansion in 
volume affected cotton, again with particular application 
to Western Germany. The volume of imports of copper 
and coffee showed little change, though prices sagged 
considerably, so that the net result was a decline in value 
that affected most countries. Meat imports were smaller in 
quantity, but this was the one major commodity that became 
more expensive, so that there was not much change in 
value. Imports of cereals from Latin America rose, how- 
ever, in volume, but not enough to compensate for the 
fall in price. 

Since total Western European imports from Latin Amer- 
ica apparently fell some 14 per cent, while imports from 
all primary producer countries declined by 7 per cent, Latin 
America appears to have lost some ground in Western 
European import markets in 1958. In fact, its share of 
total Western European imports from all regions has fallen 
back to about the same figure as in 1956 (and earlier 
years). 

Table 16 shows an analysis of total imports of the six 
leading importers. There was a slight decline in Latin Amer- 
ica’s share of the primary commodity markets in these 
countries, for two reasons. First, French purchases of Latin 


American commodities fell in the case of every major item 
except fruit and, above all, textiles. Secondly, there was a 
sharp contraction in Latin America’s share of Netherlands 
imports, due to the big cut in petroleum purchases from 
Latin America mentioned before. However, its relative 
contribution to Belgium-Luxembourg imports of primary 
commodities probably rose. In the case of other countries, 
the decreases in percentage shares for some commodities 
were offset by increases for others. 

To take Western Europe as a whole, the main decline 
in Latin American participation, apart from petroleum, 
was in the “foodstuffs” group. There was some improvement 
in the case of fruit, but the region suffered in the markets 
of three of its most important commodities — coffee, meat 
and sugar. Latin America failed to participate in the ex- 
pansion of meat imports; its sales of coffee declined while 
those of other areas rose; and the contraction of sugar 
imports (as a result of bigger beet harvests in the region) 
affected it with particular severity. Its share of the textile 
and metal markets, however, rose somewhat, in contrast 
to its experience in the United States. Cotton sales from 
one region to the other showed little change (thanks to 
increased purchases by Western Germany and the Nether- 
lands), and, as in the case of the United States, the con- 
traction in iron ore purchases principally affected other 
regions. For non-ferrous metals, Latin America’s share in- 
creased, but not enough to maintain the value of transac- 
tions. 

For many important commodities, such as coffee, the 
participation of Latin America was lower in 1958 than 
in 1956, but on the other hand there was a strong upward 
trend in the percentage of iron ore imports from Latin 
America. It is noticeable that the structure of Western 
European purchases from Latin America is not as resistant 
to recession as that of United States purchases; textiles and 
metals play a relatively larger part. The preponderance of 
cases in which the share of Latin America declined in 1958 
was responsible for a net reduction in the region’s share 
of the total market for imported primary commodities. Thus 
the share of Latin America in total imports fell both in the 
United States and in Western Europe, but in the latter 
case there was a definite decline in total imports as well. 
Consequently Western Europe’s imports from the region 
dropped much more sharply than those of the United 
States. 
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Chapter II 


COMMODITY EXPORTS 


J. THE INTERNATIONAL PRIMARY COMMODITY MARKET 


At the close of 1958, the depressed conditions which had 
affected the international commodity market since the latter 
part of the previous year showed no clear signs of any 
improvement. Thus the statement in the relevant chapter 
of the Economic Survey of Latin America 1957* was con- 
firmed, namely, that the recent economic recession in the 
United States was merely an additional factor — though 
none the less important for that — in the downward trend 
experienced by some primary commodities as a result of 
the growing imbalance between world supply and demand. 
In fact the United States recession reached its lowest ebb in 
April 1958, and thereafter the majority of the indices of 
economic activity began to show a steady recovery. At the 
same time the previously pursued policy of cutting down 
inventories was discontinued. But, in spite of this, no 
substantial improvement occurred in conditions on the 
primary commodity market. Indeed, some commodities are 
now in a less favourable position than they were at the 
beginning of 1958. 

The market depression for all primary commodities can- 
not be ascribed to the recession in external economic 
activity, which in some cases — for example, that of the 
foodstuffs and beverages group — exerted virtually no 
particular effect, the causes of price drops and/or contrac- 
tions in the volume of exports being entirely different. 
Coffee problems, to cite one instance, were almost solely 
due to the excessive expansion of supply, whereas those 
affecting the free-market sector of the sugar market were 
mainly the reflection of a process of readjustment which 
succeeded the abrupt price deteriorations registered in the 
course of 1957. The fall in wheat and maize prices was 
partly attributable to the decrease in maritime freights 
and partly to a contraction of external demand which re- 
sulted from the rise in the production of the European 
countries. It should be noted, however, that even in this 
last case only wheat exports underwent a substantial reduc- 
tion, although the decline to some extent derived from 
Argentina’s smaller exportable surpluses. 

Although for metals and textile fibres the recession 
obviously constituted an important factor, it was not always 
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the only depressive influence. As a result of the revision 
of the objectives pursued in connexion with the policy of 
setting up strategic reserves, purchases of metals for this 
purpose were curtailed and sometimes virtually suspended. 
Thus demand contracted still further owing to the cut in 
the production of durable consumer goods, the line most 
severely affected during the recession. As regards textile 
fibres, although the decline in the textile manufacturing 
industry implied a decrease in consumption and a fall in 
cotton and wool prices, the volume of Latin America’s 
exports of these two commodities was not adversely affect- 
ed, rising, on the contrary, slightly above the low levels 
registered in 1957. In the special case of wool, exports of 
which were very low during the first half of the year, 
restrictive influences were chiefly confined to the producer 
countries themselves and took the form of maladjustments 
between domestic and world market price levels. At the 
end of the year these disparities were remedied through 
changes in the exchange rates applicable to such exports, 
with the result that sales perceptibly revived. 

Although the recession in external economic activities in 
1958 was not the only, nor in any case the most important, 
depressive influence affecting primary commodity markets, 
market problems would undoubtedly have been easier to 
solve than they are at present, if the rate of expansion in 
the developed countries had been the same in the last 
three years as it was up to 1955. The effect of the recession 
combined with the weakness already observable in the 
markets aroused greater interest in price instability ques- 
tions. Whether the cause is an excessive expansion of 
supply or stagnating consumption, or whether both these 
factors are involved in different degrees, this instability 
constitutes a serious obstacle to the orderly economic de- 
velopment of the under-developed areas. Thus there is an 
imperative need to devise ways of expanding the primary 
commodity market in the industrialized areas — since it 
is through exports of such commodities that purchases of 
capital equipment must in the main be financed — as well 
as to eliminate, or reduce the frequency and excessive scale 
of, the price fluctuations concerned, since these are a 
source of instability and increase the vulnerability of the 
countries producing primary commodities. 


II. PRICES AND VOLUME OF EXPORTS OF SELECTED COMMODITIES CHANGES IN 1958 


1. Coffee 


Estimates of the exportable world production of coffee for 
the trade year 1958/59 indicate that it will reach a total 
of between 49.4 and 52.1 million 60-kilogramme bags. 
These figures are higher, by 51 and 59 per cent respectively, 
than the average figure for exportable world production 
in 1950/51-1954/55, and 11 and 15 per cent higher than 
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that for exportable world production in 1957/58.2 A 
comparison of this production increase with the expansion 


* The lower estimate is that of a firm specializing in coffee 
matters, G. Gordon Paton & Co. (Complete Coffee Coverage, New 
York, 23 December 1958), and the higher is that of the United 
States Department of Agriculture (Foreign Agriculture Circular, 29 
December 1958). 
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in world imports, estimated at 3 per cent es annum, will 
give an idea of the magnitude of the problem of surplus 
production and explain the unfavourable effect that this 
surplus has had on coffee prices on the world market. 

The drop in prices has persisted during the last two 
years: the annual average for Brazilian coffee prices was 2 
per cent lower in 1957 than in 1956, and in 1958 it was 
14 per cent lower than in 1957. The prices of Colombian 
and Central American coffees in their turn fell by 14 per 
cent in 1957 and 17 per cent in 1958% (see table 17 and 
figures V-VIII). By the end of 1958, the prices of the 
various types of Latin American coftee on the world market 
had reached their lowest level in the last nine years, even 
though exports from some countries were subject to reten- 
tion quotas. 

Yet this drop in prices has not been the only problem 
besetting the Latin American coffee economy. There has 
also been a continuous decline in the region’s share of 
world exports. While Latin America accounted for 83 per 
cent of the volume of world exports in 1950, in 1957 its 


® The steeper drop in prices for these types of coffee in 1957 
was partly due to the re-establishment of the traditional margins 
of difference between mild and hard coffees, which were apparently 
abnormally large in 1956. 


Figure V 
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Figure VI 
WHEAT, MAIZE AND MEAT PRICES 
SEMI-LOGARITHMIC SCALE 
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share had fallen to 72 per cent. During the same period 
the share of Africa rose from 16 to 24 per cent. 

So far as world imports are concerned, certain important 
facts may be noted in connexion with the state of the 
world coffee market. In the first place, the total volume 
of United States imports remained practically stationary 
throughout the post-war period. Average annual imports 
into the United States during 1950-1957 were 19.8 million 
bags, as compared with 20.6 million annually during 
1945-49. In fact, the rise in world imports of coffee during 
the post-war period was attributable to the European coun- 
tries, which imported an annual average of 6.0 million 
bags in 1945-49 as against 11.6 million in 1953-57. How- 
ever, this increase has barely implied restoration of the 
volume of imports registered in the years immediately 
preceding the war, and it is important to stress this fact, 
for it shows that there is still ample room for an expan- 
sion of this market in Europe.t 


* A study prepared by a European coffee expert, Jacques Louis- 
Delamare, indicates that. the prices of roasted coffee in most 
European countries are two or three times higher than in the 
United States. This expert estimated the average incomes of workers 
in the steel industry in various European countries, and comparing 
them with those in the United States, came to the conclusion that, 
whereas in the latter country it is necessary to work 17 minutes 
in order to purchase a pound of roasted coffee, in the European 
countries the period varies from xr hour (Sweden) to more than 
three hours (the Federal Republic of Germany and Italy). Although 
no mention is made of the matter in the study referred to, the 
cost of one pound of coffee in terms of hours of work is probably 
higher still in the countries of Eastern Europe (see G. Gordon 
Paton, Complete Coffee Coverage, New York, 8 December 1958). 


Figure VII 
COTTON AND WOOL PRICES 
(Dollar cents per pound) 
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The volume of world imports remained approximately 
the same in 1958 as in 1957. Within this total figure there 
were changes similar to those noted for the previous year, 
namely, a slight drop (3 per cent) in United States total 
imports® offset by an increase in those for Europe (see 
table 18). 

It can be seen in the same table that while the aggregate 
volume of Latin America’s coffee exports in 1958 did not 
greatly differ from that registered in 1957, there were 
significant changes in the figures for individual countries. 
Exports from Brazil and Mexico declined by ro per cent, 
whereas those of Colombia, Costa Rica, El Salvador and 
Guatemala showed increments of varying size, although 
these countries had acceded to the Mexico Agreement 
(October 1957) for the regulation of coffee shipments.® 
An explanation of this apparent inconsistency between the 
expansion of sales abroad and the export restrictions adopt- 
ed by the signatories of the Agreement is to be found, 


© It should be noted, however, that this slight drop is not the 
result of less consumption. In fact, the total amount of coffee 
roasted in 1958 was 20.9 million bags, 3 per cent more than in 
1957, but this increase came from inventories, which fell from 
2.9 million bags in 1957 to 2.1 million at the end of 1958. 

® In connexion with this Agreement, see ECLA, Economic Survey 
of Latin America 1957, Op. Cit., Pp. 40. 


Table 18 


COFFEE: WORLD TRADE 
(Thousands of 60 kg bags) 


Percentage 
variation 
Country ov region 1956 1957 1958 1958 
1957 
Exports 
LatinsAmericame ere Os 2 26 162 26 284 0.5 
‘Btazil 2 eee LOLSO5 14 319 I2 893 —10 
Colombia ea 5 070 4824 5 441 13 
Mexicome) ane. I 260 I 448 I 311 —I10 
El SSalvadoremanene I 132 I 270 I 399 10 
Guatemala .... I 026 I 038 I 205 16 
CostayRicamse sata 393 492 Wap 57 
Imports 
World =total eaaeette 372220 36 334 36 856 I.4 
United States aes eet 252 20 863 20 163 — 3.3 
Burope qa 20050 13,075 ESeerayie 5.3 


Sources: Pan American Coffee Bureau, Coffee Statistics, 1957; and Complete 
Coffee Coverage, New York (several issues). 


however, in the fact that different periods are involved. 
The restrictions applied under the Mexico Agreement cover- 
ed the trade year July 1957/June 1958, while the quotas 
were fixed for November-June 1957/58. The data in table 
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18, on the contrary, relate to the calendar year 1958.7 New 
and more sweeping export restrictions of course came into 
operation in the last quarter of 1958, but they were based 
on retention percentages of total exportable surpluses, and 
were therefore not directly linked to the volume of exports 
in the previous year or years. 

As mentioned above, a new programme of restrictions 
on Latin America’s coffee exports came into force in the 
last quarter of 1958. Under the new Agreement (in which 
the 15 Latin American exporter countries participated, as 
against only 7 in the 1957 Agreement),® the signatories 
pledged themselves to withhold specific percentages of their 
1958/59 exportable production, thus building up a reserve 
which will be kept off the market. The coffee withheld in 
exporter countries can only be used (with the authorization 
of the Council of the Agreement) to satisfy the increment 
in domestic consumption in the producer areas concerned, 
to open up new markets, to offset production deficiencies 
and, lastly, to meet world market demand should it exceed 
prior estimates. The retention percentages agreed upon were 
40 per cent for Brazil, 15 per cent for Colombia, and, for 
the remaining countries, 5 per cent of the first 300 000 
bags of exportable production and 1o per cent of any 
amount exceeding this volume. The Agreement referred 
to will be in force from October 1958 to September 1959. 


2. Cacao 


Cacao prices on the world market reached relatively high 
levels during 1958 owing to the losses sustained by African 
producers in 1957/58. The chief Latin American cacao 
exporters managed to maintain more or less the same out- 
put levels as in previous years. The reduction in the prin- 
cipal African crops resulted in a 15-per-cent decline in 
world production, which fell from 900 000 tons in 1956/57 
to 773 000 tons in 1957/58.° 

Since the price rise on the world market began in fact 
during the second half of 1957, the average price for that 
year already reflects the effect which the smaller balances 
for export was having on the market. During 1958, world 
prices showed new increases, although they were less than 
those of the second half of 1957. At all events, the average 
annual quotation for Bahia cacao in New York in 1958 
was 42 per cent higher than that of 1957. 

Some of the world’s leading producers of cacao consider- 
ed the advisability of adopting international measures for 
the stabilization of the market. With that object in mind, 
some delegations from producer countries attending the 


* A study of Columbia’s exports clearly reveals the difference. 
The export quotas assigned to Colombia for November-June 1957/ 
58, plus the exports already effected between June and October 
1957, give a total of 5.6 million bags. Yet exports actually effected 
in the year beginning July 1957 and ending in June 1958 amounted 
to 5.0 million bags, or almost rz per cent less than they might 
have been without infringement of the Mexico Agreement. 

® Delegations from the African producer countries took part in 
the negotiations which preceded the signing of this Agreement, 
but only the Latin American producers finally acceded to it. How- 
ever, Angola arranged to withhold 12 per cent of its 1958/59 
exportable production, which is approximately equivalent to the 
retention that will have to be effected by the minor Latin American 
producers. The African dependencies of Belgium, France and Por- 
tugal likewise announced their intention of adopting restrictions 
on exports to markets other than those of their own metropolitan 
country, although without specifying retention percentages. 

® Gill and Duffus Ltd., Cocoa Market Report N® 113, London, 
15 December 1958. 
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third session of the Cocoa Study Group’? submitted pro- | 
posals for the establishment of a buffer stock which would 
try to keep world prices between the limits of 25.0 and 
37.5 cents per pound."? These and other proposals for an 
international agreement were finally rejected at the end of | 
the Study Group’s session, apparently owing to the op- 
position of delegations from the main consumer coun- 
tries.<2 

As regards the main Latin American producers’ volume 
of exports, contractions were registered in the case of 
Brazil, Ecuador and Venezuela, mainly as a result of reduc- 
ed availabilities (see table 19). That of the Dominican 
Republic remained unchanged in the two years under con- 
sideration. 


3. Sugar 


Sugar prices on the free market were relatively stable dur- 
ing 1958, as compared with the wide fluctuations, both 
upwards and downwards, which they showed in 1957. The 
average annual price of raw sugar in 1958 was 3.50 cents 
a pound, which was lower than the average for 1957 but 
very close to average prices for the period 1953-56. The 
1958 average was 11 per cent above the floor price estab- 
lished by the International Sugar Agreement (3.15 cents 
a pound). | 
On the United States preferential market, where the 

flexibility of import quotas results in a greater price sta- 
bility than on the free market, Cuban sugar quotations 
showed a slight rise over 1957 prices. The average price 
in 1958 was almost 2 per cent above that of the previous 
ear. 

f The decline in prices on the free and preferential mark- 
ets was mainly the result of changes in demand in both 
these markets. Free market sugar requirements in 1958 were 
less than in 1957 owing to the expansion of domestic 
production in Western Europe.'? 


*° Study Group set up in 1956 by FAO. The third session was 
held at Hamburg, Federal Republic of Germany, from 16 to 23 
May 1958. 

1 See Journal of Commerce, New York, 4 April 1958. 

12 The Group states in its report, “All producing countries and 
some consuming countries felt that there was a problem of market- 
ing which justified international intervention. On the other hand, 
the main consumers — though admitting that there were problems 
in the present world cocoa economy — felt that international 
marketing controls were neither practicable nor in the long-term 
interest of producing and consuming countries.’ See FAO, Monthly 
Bulletin of Economics and Agricultural Statistics, Jane 1958, p. 25. 

18 The main variable in estimates of demand on the free market 
for sugar is the size of European beet crops. European production 
of beet sugar in 1957/58 was 7.7 million tons as compared with 
7.1 million tons in 1956/57. (Figures from the United States 
Department of Agriculture, Foreign Agriculture Circular, 28 No- 
vember 1958.) 


Table 19 


CACAO: EXPORTS FROM LATIN AMERICAN COUNTRIES 
(Thousands of tons) 


Percentage 

variation 
Country 1956 1957 1958 1958 
1957 

HVA 9 ng Wee & « 125.8 109.7 103.5 — 6 
Dominican Republic. . TES) 24.0 24.1 fo) 
Venezuela.) 6 a: I) 26.7 22.4 —16 
ECuado funn tiie 18.5 15.0 Tey, —9 


Sources: Official statistics. 


On the other hand, demand on the United States pref- 
erential market was greater in 1958, owing to the smaller 
output of Puerto Rico and Hawaii which contribute to that 
country’s domestic supplies. The import quotas fixed by the 
United States Secretary of Agriculture were revised and 
raised a number of times in the course of the year, and as 
a result Cuba’s quota, which was originally 2.9 million 
tons, went up in October 1958 to 3.3 million tons. The 
Dominican Republic and Mexico also benefited, though in 
a much lesser degree, from the increase in United States 
import quotas. 

During 1958, some of the member countries of the In- 
ternational Agreement gave up their basic export quotas, 
which were then distributed among the other members." 
This meant an increase in the export quotas of Cuba, the 
Dominican Republic and Mexico. It did not, however, re- 
sult in substantial increases in the exports of Cuba and 
the Dominican Republic to the free market, partly because 


“4 By the end of July 1958, three countries (France, Haiti and 
the Netherlands) had given up their quotas, which together amount- 
ed to 105 000 tons. Indonesia and the Soviet Union subsequently 
gave up a total of 500 000 tons. 


Table 20 


SUGAR: EXPORTS FROM LEADING LATIN AMERICAN 
PRODUCERS 


(Thousands of tons, in terms of unrefined sugar) 
SSS TRESS SER BE 6 SSSA PPP IL ET SS TT SE SN EY ST SS BS RO PTR ICES 


Percentage 
variation 
Country 1956 1957 1958 1958 
1957 
Cuba 
Free’ market. .. . . 2 620 2 532 2 434 — 4 
United States: (0. - Be 2765 3198 16 
protal ee. we, 5 394 5 297 5 632 6 
Dominican Republic 
Free matket . ... 651 JO 580 — 17 
United States. . .. 42 65 89 BS) 
ANCA ees 693 766 669 — 13 
Brazil 
Hreemmarket). = on: De 409 776 90 
United States. 
‘Totals: he (SPR c. 23 409 776 90 
Peru 
Free market... . 380 416 334 — 20 
Winited sStatesia ene 48 80 he) — 4 
otal re ter, els: 428 496 4II — 17 
Mexico 
Free market... . 23 52 122 135 
United States. .. . I 43 65 51 
otal ee. A Rae 34 95 187 My 
Total 5 countries: 
Free market... . 3 697 4110 4246 3 
United States. . . . 2 875 2953 3 429 16 
PLGtaleemeans - Wee! 6 572 7 063 7 675 9 


Source: International Sugar Council, Statistical Bulletin, November 1958 
and April 1959. 


of the fact that requirements in this market were smaller 
and partly owing to the great expansion in Brazilian ex- 
ports, all going to the free market. 

The volume of exports from the major Latin American 
producers is shown, by markets of destination, in table 20. 
The most striking feature of this table is the exceptional 
expansion, in relative terms, registered by exports from 
Brazil and Mexico. In contrast, traditional exporters like the 
Dominican Republic and Peru witnessed a decline in their 
sales abroad, apparently owing to the weakening of ex- 
ternal demand, as no significant changes took place in their 
output. At the close of 1958 both countries had in effect 
considerably higher stocks than at the end of 1957. Total 
exports from the 5 countries increased by 9 per cent, 
mainly as a result of the expansion of exports to the 
United States market. 


4. Bananas 


The volume of Latin American banana exports increased 
in the last eight years. Although bananas sold abroad are 
shipped chiefly to the United States, the revival of some 
European markets — particularly that of the Federal Re- 
public of Germany — was largely responsible for the ex- 
port increment, since per capita consumption in the United 
States was more or less at a standstill during that period. 
According to table 21, total Latin American banana sales 
were 9 per cent more in 1957 than in 1956, and during 
the first nine months of 1958, a corresponding increment 
was recorded over the same period in 1957. The upward 
trend of exportable surpluses is particularly noticeable in 
countries such as Ecuador, Honduras and Panama, which 
rely on bananas to bring them in more than 50 per cent 
of their export earnings. 

Banana production and the export trade are almost 
entirely in the hands of two big foreign companies which 
also distribute the bananas direct to consumer markets. 
Owing to this and other reasons — such as the need for 
special facilities for transport and distribution — the market 
for bananas suffers from more drawbacks than that of any 
other Latin American export commodity. The series of unit 
values for United States imports show that prices improved 
between 1950 and 1953, with a slight drop between 1954 
and 1956.15 Moreover, retail prices in the United States 


15 The values given to exports by most producer countries are 
usually nominal, and even unit values for United States imports 


Table 21 


BANANAS: EXPORTS FROM LATIN 
AMERICAN COUNTRIES 


(Thousands of tons) 
| PS STE Ee A TEL A A LS EI LED LE TE aE ET LL IE 


Percentage 

January- January- variation 

Country 1956 1957 September September 1958 

1957 19 

1957 

Brazile eee 188.0 218.5 161.2 202.8 26 
Colombia. . . 212.9 I9I.2 153.8 141.9 — 8 
Costa Rica. . 232.4 310.3 229.2 213.55 —7 
Ecuador .. . 578.9 677.6 485.4 530.7 9 
Guatemala . . 124.8 129.8 102.0 TLOL, 8 
Honduras . . 392.9 337.3 Dafa 350.1 26 
Panama eee 247.8 289.5 Disa7 225.8 6 
ANN, 2%, SORE OLS Teo sag A/S 9 


| ST NP TE IE SLATE AOE DE EE ES ES ES LE IS 
Sources: Official export statistics. 


fluctuated very little, from which it may be inferred that 
export prices were fairly stable between 1956 and 1958. 


5. Cereals 


World production of wheat in 1957/58 was estimated at 
123.5 million tons, almost the same figure as for 1956/57, 
but within these totals, an important change took place: the 
exporting countries (Argentina, Australia, Canada and 
the United States) showed a total production of 44.3 
million tons in 1957/58 as against 53.7 million tons in 
1956/57, while Western Europe, the main importing area, 
increased its production from 32.0 million to 39.8 million 
tons in those two years.1* The decline in output among 
the exporting countries was particularly marked in Canada, 
but it also affected Australia, the United States and Ar- 
gentina. In Argentina the volume of production fell from 
7.1 million to 5.8 million tons between 1956/57 and 
1957/58. 

The notable increase in European production reduced its 
import needs, and the volume of the world wheat trade 
declined accordingly. But the fall in availabilities for export 
partially offset the effect the smaller European demand 
might have had on prices, fluctuations of which were 
relatively slight, especially as regards Argentine wheat. The 
price of this in the United Kingdom during 1958 was a 
little less than 6 per cent below that for 1957.17 

The decline in Argentina’s exportable surpluses was re- 
flected in a contraction of its exports by about 22 per cent, 
from 2.7 to 2.1 million tons. Uruguay’s exports, which were 


need some adjustment before they can be taken as representative of 
banana prices. For further details on this and other aspects of the 
banana market, see ““Vhe international banana market — its evolu- 
tion and prospects”, Economic Bulletin for Latin America, Vol. 
III. No. 2, Santiago, Chile, October 1958, pp. 13 ef seq. 

76 FAO, The State of Food and Agriculture, 1958, Rome, 1958. 

*7 Tt should, however, be remembered that these are c/f prices 
and that the decline may therefore include decreases in freight 
costs. 


Table 22 
EXPORTS OF WHEAT, MAIZE, MEAT AND WOOL 
(Thousands of tons) 


Percentage 
variation 
Country 1956 1957 1958 1958 
1957 
W heat 
PAC eentinare ee cpa. 2 530 2 661 2 130 — 20 
Witt suayeeemy ean 447 I5I 265 75 
Maize 
PALPeHtINA |) 4) eT OG5 789 I 676 II2 
Meat 
Accentinane. . 45. 573 6o1 645 7 
Wien suaye a oe 53 64 DS 
Wool 
PAT SEN tina ns od 109 88 105 19 
Wiiguay= et ese eS 64 28 59 110 
Wool tops 
(Gite fs. emo 15.9 TE 10.0 37 


Sources: The Review of the River Plate, Buenos Aires; and ‘'Suplemento 
Estadistico’’ de la Revista del Banco de la Republica (‘‘Statistical Sup- 
plement’’ of Review of the Banco de la Republica), Montevideo. 
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considerably lower in 1957 than in the previous year, owing 

to decreased production and marketing difficulties, partly 

recovered in 1958, but without reaching their 1955 and | 
1956 levels (see table 22). In a trade agreement signed 

with Brazil for the period 1958-60, Uruguay’s exports of 

wheat to Brazil are estimated at 250 000 tons annually — a 

little more than 50 per cent of its exportable production 

during the past four years. 

World output of maize in 1957/58 was 137.6 million 
tons, i.e. practically the same as in 1956/57. Latin America’s 
production rose slightly. Argentina has been making efforts 
to increase its exportable surpluses and to regain, at least 
in part, the leading position it held in the world trade in 
this commodity before the war. As a result of successive 
increases in the official prices guaranteed to the producer, 
the 1957/58 crop was appreciably larger than that of the 
previous year, amounting in all to 4.8 million tons. The 
exportable surplus for 1958 has been estimated at 2.5 
million tons, and actual exports rose to 1.7 million tons, 
as compared with 0.7 million in 1957 (see again table 22). 
In 1958, the Government again altered the maize prices 
guaranteed to the producer for 1958/59 harvest, raising 
them on three occasions (April, June and November) in 
order to encourage sowing. 


6. Cotton 


World production of cotton in 1957/58 was less than in 
the two previous years: 6.0 million tons as against 6.5 and 
6.8 million tons in 1956/57 and 1955/56 respectively. 
Within this total, Latin American production in 1957/58 
was 1.18 million tons as against 1.15 million in the previous 
year.18 The main changes occurred in Mexico, where produc- 
tion increased by 17 per cent in comparison with 1956/57, 
and in Brazil, where the drought in certain producer areas 
caused a decline of 5 per cent. This is the second year in 
succession that there has been a drop in Brazilian pro- 
duction; in 1956/57 it was 21 per cent lower than in 
1955/56."° 

The price trend on the world market was in general 
downward, owing largely to the smaller consumption of 
the main importing countries, but the intensity of the 
decline was influenced by changes in the output volume 
of the various qualities of staple. Whereas the drop in the 
prices of short-staple cotton was relatively slight because 
of a cut in production, the prices of long- and extra-long- 
staple cottons fell by roughly 30 per cent, an estimate 
based on the prices of Peruvian Pima cotton in 1957 and 
1958. This was due in part to the recovery of Egyptian 
cotton production, which apparently declined in 1956/57, 
and in part to the contraction of world consumption. To a 
certain extent the fall in the prices of this type of cotton 
means a return to the price levels of the 1952-55 period, 
in contrast to the high prices prevailing in 1956 owing 
to the scarcity of long-staple Egyptian cotton on western 
markets. World inventories of cotton fell off by 7 per cent, 
from 5.26 million tons in August 1957 to 4.87 million 
in August 1958. This was the result not of an increase in 
cotton consumption (which actually declined during the 
period in question) but of less production.?° 


18 The State of Food and Agriculture, 1958, op. cit. 

1° International Cotton Advisory Committee, Cotton, Monthly 
Review of the World Situation, Washington, November 1958. 

20 According to figures given by the United States Department 
of Agriculture, Foreign Agriculture Circular, 17 November 1958. 


Table 23 shows the volume of exports from the leading 
Latin American producers. Brazil’s lower production during 
the preceding two years led to a further fall in its exports 
during the first half of 1958, for once again, as in 1957, it 
was necessary to prohibit exports during certain months, in 
order to give priority to domestic consumption. Mexican 
and Peruvian exports, on the other hand, expanded in 
1958, and so recovered from the losses they suffered the 
year before. Of the remaining small Latin American pro- 
ducers, Paraguay maintained its exports at approximately 
the same level as in 1957. 


7. Wool 


Textile manufacturing declined in the majority of the 
industrial countries during 1958, and wool consumption 
fell off substantially as a result. According to figures given 
for the 10 largest wool-consuming countries, consumption 
in 1958 amounted to 760 000 tons (clean basis) as com- 
pared with 850 000 tons in 1957, a fall of rz per cent. 
The slackening in textile production was naturally reflected 
in raw material prices, which fell during the year; quota- 
tions for Argentine and Uruguayan wools on the Boston 
market in 1958 were on the average 22 per cent lower 
than in 1957. 

The fall in prices on the foreign market aggravated the 
difficulties which Argentine and Uruguayan wool exporters 
were already experiencing, by increasing the greater dis- 
parity between domestic prices and those prevailing on the 
international market at the rates of exchange each of these 
countries applied to wool sales. Yet it was only about the 
middle of the year that the exchange regulations in force 
were amended, so that during the first half of 1958 the 
volume of wool exports from both countries was small. 
The situation radically altered in the last two months 
of the year, with the granting of more favourable exchange 
rates and other measures to encourage exports, the upshot 
being that total sales in 1958 substantially exceeded the 
low 1957 figures, expecially in the case of Uruguay (see 
again table 22). 


8. Meat 


Beef prices in the United Kingdom, which absorbs almost 
two-thirds of world exports, rose during the second and 


21 Commonwealth Economics Committee, Wool Intelligence, Lon- 
don, May 1959. The countries included are the following: Austra- 


Table 23 


COTTON: EXPORTS FROM LEADING LATIN AMERICAN 
PRODUCERS 


(Thousands of tons) 


ep TS ET AS I I I I EEE EY 


Percentage 

variation 
Country 1956 1957 1958 1958 
1957 
MMEXICObe: fut 5. 5, eas 422 284 341 20 
SyCra LS yas La eee 143, 66 45 —32 
Danis aaa ees BC III 78 106 36 
PATaOUayoua tia) eae be) 9 8 —II 
Total 4 countries. . 686 437 500 14 


a 


Sources: Brazil: Mensario Estatistico (Monthly Statistical Bulletin); Mexico: 
Revista de Comercio Exterior (Foreign Trade Review); Peru: Boletin de 
la Camara Algodonera (Chamber of Cotton Bulletin); Paraguay: Boletin 
Estadistico del Banco Central (Statistical Bulletin of the Banco Central). 


third quarters of 1958, apparently as a result of brisk 
demand on the world market. In addition to European 
demand, which has remained at high levels since 1957, 
there were larger imports into the United States, whose 
production has gone down in the past two years. 

Meat supply prospects for the near future also contribut- 
ed to these price rises. Argentina is one of the main world 
suppliers of meat, but its herds have been gradually reduced 
in recent years. On the one hand, the agricultural price 
policy adopted by the Government provided stronger in- 
centives to crop farmers than to cattle-raisers. On the other 
hand, meeting domestic demand has absorbed a larger 
proportion of the total number of animals slaughtered. The 
herds are smaller, and the decrease in the number of head 
slaughtered will probably be felt most in the export sector. 
Recently, however, new measures were adopted in con- 
nexion with beef cattle prices and it is to be expected that 
the livestock industry will be encouraged by them. 

Latin American exports of meat come mainly from Ar- 
gentina and Uruguay, although other countries (Mexico, 
Brazil and Paraguay) also export small quantities. Argen- 
tine exports in 1958 exceeded those registered in 1957 
by 7 per cent. 


9. Copper 


The fall in copper prices on the international market, which 
was large in 1957, continued at a more moderate rate dur- 
ing the first half of 1958 when the lowest levels in recent 
years were reached. During the second half, the trend was 
reversed and prices made a partial recovery as a result of 
certain important changes in the general tone of the market. 
As table 24 indicates, prices fluctuated more widely on 
the London than on the New York market, but it should 
likewise be noted that the recovery of the latter was less 
noticeable than that of the London market. Whereas during 
the last quarter of 1958 prices in London were 6 per cent 
higher than the 1957 average, in New York they continued 
to be almost 5 per cent less. 

The previous Survey?? mentioned the causes of the crisis 
in copper prices, namely, the marked increase in world 
output during 1955 and 1956, the decline or stagnation 
of consumption in a number of industries, and the cessa- 
tion of purchases of copper by some countries for their 
strategic stockpiles. The price drops which occurred in the 
first half of 1958 were simply the continuation of those 
of the year before, and there is no need, therefore, to go 
into their causes again. The conditions which made possible 
the recovery observed during the last six months may be 
summed up briefly as follows: the resurgence of economic 
activity in the United States; the decline in world produc- 
tion owing to prolonged labour disputes in the mines in 
Canada, Chile and Rhodesia; the decrease in world inven- 
tories of refined copper; and, finally, the removal of some 
restrictions on trade in copper products with Eastern Euro- 
pean countries. 

No estimate is yet available of world copper production 
in 1958, but incomplete figures indicate that it will be 
approximately ro per cent less than that of 1957. Chile’s 
output fell by 7 per cent, that of the United States by 
ro per cent and Rhodesia’s by a still higher figure. Total 
world inventories of refined copper, which reached 450 000 


Jia, Belgium, Federal Republic of Germany, France, Japan, Nether- 
lands, Sweden, United Kingdom and United States. 
?2 Op. cit., Part One, chapter II, 7(a), pp. 44-45. 
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Table 24 


COPPER PRICES IN NEW YORK AND LONDON 


Sey RT TREY SEES SSL ST SE RC I AS A PS EI AE 


1957 

New York (cents per pound). . . 29.6 
London (pounds sterling per long 

ton) OR it Sat teormay 219 


1958 Percentage 


Quarterly averages in_1958 
(Indices 1957=100) 


variation 


II Il IV 
25.8 —13 82.8 82.4 87.8 95-3 
197 —I0 76.7 83.6 93.6 106.4 


a SPE EE ES TY YT ES ENE, SE ST ET LT CT EET SIRT TS SN TS 


SouRcE: United Nations, Monthly Bulletin of Statistics. 


tons at the end of 1957, continued to rise during the first 
months of 1958 and in April reached their maximum 
(some 500 000 tons) but then they began to fall and by 
the end of November were 230 000 tons.?* 

Besides these factors which were favourable to the stabi- 
lization of the copper market, there were others which had 
the opposite effect. One of them, the restoration of duties 
on imports of copper into the United States as from July 
1958, lowered the price obtained by Latin American ex- 
porters for their copper and/or the displacement of their 
sales to other markets.24 Another was the placing on the 
market of part of the United Kingdom’s strategic copper 
reserves, a step which had been deferred since the end of 
1957. Although the quantity of copper from these reserves 
made available for sale between the middle of last No- 
vember and the end of January 1959 is relatively small 


*® Copper Institute, New York, Press Release, 15 December 
1958. 

°4 Theoretically the duty may fall on importer or exporter or 
on both, in variable degrees, but in present circumstances, when 
there is a surplus of supplies on the United States market, it is 
reasonable to suppose that the exporters will have to pay almost 
the entire duty. 


Table 25 


NON-FERROUS METALS: EXPORTS FROM SELECTED 
COUNTRIES 


(Thousands of tons) 


Percentage 
variation 
1956 1957 1958 1958 
1957 
Copper 
Chiles ceed (Anzu: 423 452 415° — 8 
INTOXICOu Ns bees, cute 78 62 58 —7 
Reruatactien ct. te 44 51 54 6 
Tin 
Boliviag rs anaes 27, 28 18 —36 
Lead 
IMEXICO. «5 « © 156 169 I51 —II 
Perunaer as ee LAE 120 136 13 
Zine 
IVVEXICOnmis oo. iss he 419 395 336 —I15 
PELUMEEh al 5 | TAA I47 136 = 3 


Sources: Chile: Boletin del Banco Central (Bulletin of the Banco Central); 
Mexico: Revista de Comercio Exterior; Peru: Boletin del Banco Central 
(Bulletin of the Banco Central); Bolivia: International Tin Council, 
Statistical Bulletin. 

For want of export data checked by customs authorities, an estimate was 
based on total production statistics, sales volumes and changes in in- 
ventories. 
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(10 000 tons),?> further quantities will be released in the 
course of 1959. 


The instability of the copper market stimulated interest — 


in the possibility of international measures to limit or 
reduce it. But at the international conference held in Sep- 
tember, with the participation of the main producer and 
consumer countries, it proved impossible to reach agree- 
ment on a proposal for the establishment of a buffer stock. 
Some of the consumer countries represented felt that the 
world copper situation was improving and that there were 
good prospects of the market’s becoming stable without the 
need for international regulation.*® 

The reintroduction of import duties led to a further 
curtailment, after July 1958, of the United States’ total 
copper imports, which dropped from 534 000 tons in 1957 
to 444 000 tons in 1958, 1.e., by 17 per cent.27 This cut 
in United States imports affected the volume of Latin 
American exports, particularly Chile’s. Between the two 
years cited, United States imports of Chilean copper fell 
by 16 per cent. Nevertheless, the decrease in Chile’s total 
copper exports was approximately only 8 per cent (see 


table 25), and was also partly influenced by the falling-off | 


in production. Mexico’s exports declined by 7 per cent 
between the two years under consideration, while Peru’s 
increased slightly. 


io), IAD 


The year 1958 was in the main an exceptionally difficult 
period for the world tin market. One of the instruments 
for the stabilization of the market instituted under the 
International Agreement of 1956 (the purchase of tin for 
a Buffer Stock) had been in operation almost throughout 
1957, and at the end of that year the other stabilizing 
mechanism for which the terms of the Agreement provided 
— quantitative export restrictions — had to be brought into 
force. 

Undoubtedly, the factors determining the deterioration 
of the tin market during the first 9 months of 1958 were 
in reality no other than those whose influence had been 
making itself felt since mid-1957, namely, the steady de- 
crease in the consumption and increase in the exports of 
one country (the Soviet Union), which, not being a 
member of the International Agreement, was not subject 
to export restrictions and did not co-operate in the Inter- 
national Tin Council’s stabilization policy. 

The stabilizing instruments mentioned above (purchases 
for the Buffer Stock and the fixing of export quotas for 
member countries)” made it possible for tin prices to be 


*° American Metal Market, New York, 4 November 1958. 

*° Journal of Commerce, New York, 11 September 1958. 

** Yearbook of the American Bureau of Metal Statistics, New 
York, 1959. 

*S The control periods and total export quotas fixed for each 


naintained until mid-September 1958 at the minimum level 
et by the International Tin Council. As the total tonnage 
vhich the Buffer Stock could purchase (25 000 long tons, 
inder the Agreement) had by then been completed, 
nember countries had to be requested to set up a Special 
‘und to enable it to continue operating on the market. 
Chis step was supplemented by the imposition of import 
juotas for tin from the Soviet Union in Denmark, Holland 
ind the United Kingdom. The effect of all these measures 
n the aggregate was to ease the pressure of production 
surpluses on the market, and, consequently, tin quotations 
in the last two months of 1958 rose above the minimum 
levels registered during the previous 10 months. In the end, 
however, the average 1958 price was 3 per cent lower 
than the corresponding figure for 1957. This is a relatively 
moderate decline in comparison with that undergone by 
other non-ferrous metals (copper, lead and zinc), but it 
must not be forgotten that the falling-off was accompanied 
by a severe contraction of exports. As can be seen in 
table 25, the volume of Bolivia's exports was 36 per cent 
smaller in 1958 than in 1957. 

The import restrictions on tin from the Soviet Union 
adopted by the countries listed above were abolished early 
in 1959, when the USSR, after declaring its intention of 
refraining from accession to the International Agreement, 
nevertheless pledged itself to limit its total exports during 
1959 to 13 500 tons. Its exports were estimated at about 
18 ooo tons in each of the years 1957 and 1958, and at 
less than 3 000 tons in previous years. 


11. Lead and zinc 


Lead and zinc prices fell relatively steeply in both 1957 
and 1958, particularly on the London market (see table 
26). 

It was pointed out above that the recovery in copper 
prices at the end of the year, in relation to 1957 quota- 
tions, was greater on the London than on the New York 
market, but the same was not true of lead and zinc prices, 
as table 26 shows. Undoubtedly, the difference in the 
evolution of prices on the two markets was partly the re- 
sult of the introduction of import quotas for both metals 
in the United States.*° 


period, in long tons, were as follows: 15 December 1957 - 31 
March 1958: 27 000 tons; 1 April - 30 June 1958: 23 000 tons; 
x July - 30 September 1958: 23 000 tons; and 1 October - 31 De- 
cember 1958: 20000 tons. Total export quotas for the countries 
parties to the Agreement in 1958 were thus 93000 long tons, 
whereas the exports of these countries in 1957 amounted to 
149 000 long tons. 

29 On 22 September 1958, the Government of the United States 


The establishment of these quotas was a measure aimed 
at relieving the situation of the United States mining in- 
dustry, since Congress had not approved the Government’s 
proposed scheme for production subsidies. But, as will 
readily be understood, this quota system only meant that 
the burden of domestic difficulties was eased by their 
transfer to producers in other areas. At the international level, 
the critical position in the lead and zinc markets remained 
practically the same as at the beginning of the year. 

The repercussions of the import quotas on the volume 
of Latin America’s exports of lead and zinc to the United 
States were not reflected in the export statistics for 1958, 
partly because the quotas were not applied until the {last 
quarter of the year, and partly because the adoption of 
protectionist measures in the United States market (imposi- 
tion of quotas and/or raising of import tariffs) had been 
foreseen for some time. Table 27 gives statistics relating 
to average United States imports in 1953-57 and quotas 
— total and by countries — for each metal. It will be 
noted that while imports of zinc declined, those of lead 
continued at a high level, and Latin American exporters 
retained the same share in total imports as in previous years. 

The major producers and consumers of lead and zinc 
held two international conferences — the first in London, 
in September, and the second in Geneva, in November — 
to discuss what action could be taken to stabilize the market 
for these two metals, but at neither meeting was any agree- 
ment reached. Broadly speaking, discussion was focussed 
on programmes for the regulation of world exports and/or 
restriction of world production, but no price agreement 
was visualized.3° The establishment of the United States 
import quotas, which took place in the interval between 
the two conferences, seemed to make no difference to the 
unwillingness of some producer countries to accede to an 
international lead and zinc agreement, but obviously, if 
the markets of Europe are flooded by the production sur- 
pluses which are denied access to that of the United States, 
the larger supplies will depress prices even further and 
new and substantial difficulties will be created for pro- 
ducers outside the United States. 


12. Petroleum 


World production of crude petroleum maintained the up- 
ward trend of recent years, although the rate of increase 


announced that as from x October of the same year imports of lead 
and zinc would be restricted to a maximum volume equivalent to 
80 per cent of the average figure for commercial imports in 1953- 
57. The application of the quotas to “commercial” imports implied 
the exclusion of those effected by the Government and through 
barter operations against agricultural surpluses. 

8° Journal of Commerce, New York, 8 December 1958. 


Table 26 
LEAD AND ZINC PRICES IN LONDON AND NEW YORK 


SE EE YT EE SE EE ED 


1957 


Quarterly averages 1958 
(Indices: 1957=100) 


II II IV 


Percentage 
1958 variation 


Lead 


New York (cents per lb.) . .... 1 
London (pounds sterling per long ton) 97 


Zine 


INewa orks (centsepeti lb) omen eu el D-4 


London (pounds sterling per long ton) 82 


Source: United Nations, Monthly Bulletin of Statistics. 


rtdeat —i8 88 79 74 88 
73 a) 76 75 73 76 
10.8 —5 88 88 88 98 
66 20 Ti HY 78 89 
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Table 27 


UNITED STATES: IMPORTS OF LEAD AND ZINC | 


(Thousands of tons) 


(Annual average) 1959 
ete ales KE se Total Non-com- Com- Total Total Commercial 
Oe mercial mercial quotas® 
A. Lead 
Grand total 454 52 402 482 518 322 
Mexico . arate het net 91 8 83 99 113 67 
Nel 1 Md ga ee ae i, al a er: 71 5 66 82 103 53 
Bolivia dec) esr peer 15 4 II 17 13 9 
Total . a ee 77 c7 160 198 229 129 
Fercentage of grand total . 39 33 40 41 44 40 
B. Zinc 

Grand total 653 62 591 720 597 472 
Mexico . 185 II 174 196 165 139 
Peru 97 8 89 129 102 7o 
Total . Stat 282 I9 263 325 267 209 
Percentage of grand total . 43 31 44 45 44 44 


Sources: Commodity Survey 1958, United Nations publication, Sales No.: 59.II.D.1.; Yearbook of the American 


Bureau of Metal Statistics, New York, June 1959. 
® Quarterly quotas at an annual rate. 


was lower in 1958 (2.6 per cent) than in 1957 (5.3 per 
cent). But within this total very significant changes took 
place. In the United States, output fell by 7 per cent, 
whereas in the Middle East a 21-per-cent increment was 
recorded. So far as Latin America was concerned, Venezuela 
produced 4.5 per cent less, while the aggregate output of 
the other countries rose by 11 per cent.2t Some of these 
changes are attributable to the readjustment of the market 
to conditions similar to those prevailing before the Suez 
conflict. During that conflict, an additional impetus had 
been given to production in the United States and Vene- 
zuela by European demand, because of the partial cut- 
ting-off of supplies from the Middle East. Thus the smaller 
output of those countries in 1958 reflected to some extent 
the recovery by the Middle East of its position as the lead- 
ing supplier of Europe’s fuel requirements. 

This recovery was not the only influence on the decline in 
production in Venezuela. Another factor was the intensi- 
fication of voluntary restrictions on imports in the United 
States, which constitutes Venezuela’s biggest single petro- 
leum market. In 1958, the restrictions were extended to 
the whole country and included derivatives.*? 

The beginning of March 1959 saw the introduction of 
a new change in the system of restrictions. Quotas, which 
had formerly been voluntary, were made compulsory, and 
their application was extended to finished products. Thus, 
all imports of crude petroleum and derivatives came under 
the quota system, and for the second quarter of 1959 the 
quotas themselves were established at levels lower than 
those in force during 1958. In table 28, the quotas fixed 
for 1958 and 1959 are shown in comparison with imports 
actually effected in 1958. 


31 Petroleum Press Service, London, January 1959. 

32 Up to the end of 1957 the import restrictions programme 
had been applied solely to imports of crude petroleum, and States 
on the Pacific Coast had been excluded. 


36 


In these circumstances, the period under review has been 
a particularly difficult one, as regards both prices and ex- 
ports of Venezuela’s crude petroleum. With respect to} 
ptices, however, it should be noted that, instead of an over-} 
all decline, there have been minor changes in quotations} 
for some of the heavy types of crude. Moreover, keener 
competition among the big combines and a large number! 
of small independent producers, meant that the latter have} 
been forced to make price concessions in order to gain a 
foothold in the market.3? Last November and December, | 
prices for certain heavy types of crude dropped from 5 to} 
8 per cent below those prevailing at the beginning of the} 
year, while for others quotations remained unchanged.*! 


88 Journal of Commerce, New York, 28 November 1958. 
84 For example, that of 35.0-35.9 degrees, which is included in) 


Table 28 


UNITED STATES: IMPORTS OF CRUDE PETROLEUM AND | 
DERIVATIVES IN 1958 AND IMPORT QUOTAS 
FIXED FOR 1958 AND 1959 


(Thousands of barrels daily) 


ER A TD EE 


Commodi Pa 
Crude petroleum ..... 933 953 850 
Derivatives other than finish- 
ed products . 180 92 94 
Total. eae Teer I 045 944 
Finished products . J I51 82 
Total crude and products I 196 I 026 
Restdual fuel . EAE 499 447 
Grand total. I 695 I 473 


Source: Data supplied by Shell Petroleum Company. 
® Quotas fixed for second quarter of 1959. 
> Not included in programme of quotas. 


: Table 29 
LATIN AMERICA: EXPORTS OF STAPLE COMMODITIES 


(Thousands of tons) 
I EEO EE 
Percentage 
A variation 
Commodity 1956 1957 1958 1958 
1957 
Bananas. Se eee a1 aa K65) 2154 2 260° 5 
puget. 2... 6 572 7 063 7 675 9 
Coffee Seo cae a TOO3 I 573 I 580 — 
wacao.. 1... 197 182 164 —I0 
motton” = 3... < 750 502 565° 12 
: ae 626 665 674° I 
Wheat... . . 2944 2796 2 395 —I14 
PaaiZees. is SE O65 789 I 676° I12 
Quebracho ... 154 I5I 137 —9 
BOL ie Sons r= 173 II5 164 42 
[kinseed oil . . . 75 166 228° 37 
~opper 545 565 527 7, 
Lead 277 289 287 —I 
Zinc 563 542 472 —I3 
Tin aa) 28 18 —36 
Sieraten sc. 2. E217. I 252 st 19) —I0 
Petroleum 132 055 144 220 134 500 —7 


SouRCE: Compilation of data published in the statistical bulletins issued by 
| the Latin American countries. 
1 Provisional figures. 


Venezuela’s total exports of crude petroleum and deri- 
yatives declined from 137.5 million tons in 1957 to 127.7 
million tons in 1958, thus decreasing by 7 per cent. Ob- 
viously, this falling-off was largely influenced by the ap- 
plication of quotas to United States imports, but it also 
yartly reflects the readjustment of Venezuela’s production 
und exports to conditions similar to those prevailing be- 
Fore the Suez crisis. In any event, it is worth while to stress 
the following fact. The import restrictions programme 
meant that in 1958 the United States reduced its purchases 
of crude petroleum from Latin America by 17 per cent, in 
‘elation to 1957, but, on the other hand, in the same 
nterval, imports from the Middle East increased by 45 per 
Eent.*> 
| 

| 


13. General recapitulation 


Table 17 gives 20 quotations for various commodities. The 
arices of six of them — free-market sugar, Peruvian long- 
staple cotton, wool, maize, lead and zinc — dropped by 
ver 20 per cent in 1958 in relation to 1957. For another 
four — Brazilian and Colombian coffee, copper and Bra- 
zilian cotton — the drop in price ranged from ro to 20 
per cent, while it amounted to less than ro per cent in the 
ase of five others — Mexican cotton, wheat, quebracho, 
inseed oil and tin. In other words, these decreases af- 
ected in varying degrees 15 out of the 20 commodities 
or which prices are quoted in the table mentioned,?¢ where- 
1s an improvement was observable for only four items 
— cacao, beef, preferential market sugar and nitrate. 


he price index for Latin American export commodities. Two 
arge petroleum companies in Venezuela issue price lists for several 
ypes of crude. These lists are, however, subject to modification on 
iccount of discounts or other concessions. 

85 See American Petroleum Institute, Statistical Bulletin, 21 
April 1959. 

8° Tf prices for heavy types of crude were included, it would 
9e seen that these too fell in 1958 (see above, footnote 34). 


The total price index for Latin American primary com- 
modities, excluding petroleum, fell by ro per cent between 
1957 and 1958 (see again table 17). But this is only part 
of the problem. Changes in the volume of exports some- 
times offset but more often accentuate or increase the 
effects of the fall in prices. In table 29 preliminary data 
are presented for the total volume of exports of the staple 
primary commodities in 1958. The fall in prices coincided 
with a smaller volume of exports in the case of wheat, 
copper, zinc and tin. Larger volumes of sugar, maize and 


Table 30 


LATIN AMERICA: TOTAL EXPORT VALUES, 
BY COUNTRIES 


(Millions of dollars) 


Percentage 
variations 
Leading exporters 1956 1957 1598 1957 1958 
1956 1957 
Coffee 
Brazile oe rere hd C2 I 392 I243 —6 —II 
Golombiayees eer 537 510 454 —5 —II 
Costay Rica great ene 67 82 96° 22 167/ 
BIS Salvadot es 113 138 I16* 22 —16 
Guatemala ee 124 Ii4 106* —8 —J7 
Haitian La ee 42 34 39° —19 —I5 
Nicaragua. cme 58 64 64° Io — 
Total j-3 pees ae 22S 82 3S 4 TS —— of te 0 
Sugar 
Cuba. “Se eee 686 845 774° 23 —8 
Dominican Republic . 124 160 ras 29 —I4 
T Old eee ee eee SO TOO 91II —24 —9 
Bananas 
iE cuadO tase a a eane 93 99 96 6 —3 
Honduras eee 72 64 72* —I1 I2 
Panainaee eee ees 28 33 B23 18 —3 
Old so a er 193 196 200 2 2B 
Wheat and livestock 
products 
INEGSNM. 5 & 5 ot 944 975 994 3 2 
Wr cua ya eee 211 128 139 —39 8 
GEOG Ge cme sy EIGN ETO RY EG 
Non-ferrous metals 
Coles ata 546 459 389 —16 —I5 
Boliwiattai ae 108 98 57 —9 —42 
[Ota eae eS 4 557 446 —I5  —20 
Exporters of miscella- 
neous items 
INS MGs Rg cg Se 831 733 734° —I12 as 
Paraguay . : 37 33 34 —II 3 
Pera: ee ae 310 321 280 4  —I3 
TOA. ee eee TLS TOS 75 el O46 One et 
Total 19 counivies . 6413 6282 5856 —2 —v7 
Venezuclams rarer ate 42) 367 ann 2321 Il —2 
{IOs 5 6 6 2 6 5 SHS BOD Sag 1 —6 
Total, excluding in- 
tra-regional trade 7903 7918 7491 — 5 


Sources: Based on data in statistical publications issued by the countries 
concerned and on direct information from their respective Statistical De- 
partments. Values for the period 1948-55 can be found in the ‘‘Statistical 
Supplement’’ of the Economic Bulletin for Latin America, op. Cit., 
table 16. 

® Provisional estimates. 
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cotton were exported, but prices for these commodities 
underwent a fairly significant decline. For cacao and nitrate, 
which fetched better prices, the volumes exported were 
smaller than in 1957. As regards petroleum, the behaviour 
of prices varied according to the type concerned, but the 
fact remains that, while in some cases the preceding year’s 
prtices were maintained, in others they decreased so that on 
the average 1958 prices are smaller. In addition, a smaller 
volume was exported. 

The fall in prices for most primary commodities, and the 
contraction of the volume of exports in some instances, 
implied that the total value of Latin America’s exports in 
1958 (intra-regional trade included) was 472 million dol- 
lars (or 6 per cent) lower than in 1957. Inter-Latin 
American trade too fell off by 6 per cent from 731 million 
to 686 million dollars in the same period mainly because 
of the decline in exports from Argentina. If intra-regional 
trade is excluded, the amount by which the value of total 
exports fell works out at 427 million dollars (5 per cent). 
The decrease comes to 7 per cent if the figures for Vene- 
zuela are excluded from total statistics: in 1958 — for the 


Il. EVOLUTION OF 


The world market for the most important primary com- 
modities of Latin America has been studied. The situation 
by countries will now be reviewed. Instead of adhering to 
the usual alphabetical order of countries, this analysis fol- 
lows the order set forth in table 30, in the interest of 
conformity with the previous section of this chapter. 

In Brazil, the total value of exports was 11 per cent 
lower in 1958 than in 1957. The 15-per-cent fall in coffee 
prices and the 1o-per-cent contraction in the volume of 
coffee exported had a very detrimental effect on Brazil’s 
foreign exchange receipts. Income from cotton exports also 
declined, owing to reductions both in prices and in volume. 
The striking increment of over 100 per cent in the vol- 
ume of sugar exports and the improvement in cacao prices 
partly compensated for these setbacks. Exports of mineral 
products (iron ore, manganese, etc.) showed no significant 
change. 

The decrease in the value of Colombia’s total export was 
Ir per cent. Coffee prices dropped by 18 per cent, but on 
the other hand the total number of bags exported was 13 
per cent larger. Petroleum, which is second in importance 
among Colombia’s exports, showed a 17-per-cent contrac- 
tion in the volume of sales abroad.*? It was this decline 
in the volume of petroleum exports, and probably also the 
weakening of petroleum prices, that chiefly accounted for 
the reduction in foreign exchange earnings in 1958. The 
value of exports of other commodities (bananas, raw to- 
bacco, etc.) was slightly higher than in the preceding year, 
but their aggregate share of the total is almost negligible 
(less than 2 per cent). 

For the second consecutive year, Costa Rica succeeded in 
expanding the volume of its coffee exports more than their 
prices declined. This increment combined with an expansion 
in the volume of banana sales and an improvement in 


57 The falling-of in exports of crude was mainly due to the ex- 
pansion of domestic consumption and especially to the utilization 
of a larger quota of domestic production for refining. This implies 
that, if exports of crude petroleum decreased, at the same time 
import requirements were less in respect of refined products. 
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EXPORTS BY COUNTRIES 


prices and a small increase in the volume exported. It is 


first time since 1952 — the value of Venezuela’s export 
declined. 

The 7-per-cent reduction in the total value of export 
(excluding Venezuela) is slightly less than the drop 13), 
the price index for all export commodities, excluding petral|’ 
leum, which indicates that the volume exported increased| 
Since, in addition to this downward movement in the pric} 
index, there was a contraction in the volume of exports 0} 
certain staple items, the conclusion could be drawn that th) 
region as a whole succeeded in expanding exports of som) 
of its secondary products, which in turn would sugges 
that export diversification policy is making headway it 
some countries. | 

In table 30, countries are classified in groups on the basi| 
of their most important export commodity. Those whost 
staple export is coffee, together with the metal and sugaj' 
exporters, witnessed the most serious and most genera) 
decreases in the value of their sales abroad. Some of these| 
countries (Bolivia, Brazil, Chile, Colombia and Guatemala} 
had already sustained a decline in the value of their ex 


ports in 1957. 


ed by Costa Rica for the total value of its exports i 
1958 as against the previous year’s level. | 
El Salvador, which mainly exports coffee, registered 


cacao prices to make up the increase of 16 per cent Pe 


decline in the volume of its foreign sales and this, togethe 
with lower coffee and cotton prices, led to a 16-per-centl 
decrease in the total value of its exports. 

The total value of Guatemala’s exports dropped by 7 pet} 
cent, principally because coffee prices fell. Although thei 
volume increased, the effect was offset by the reduction ‘i 
external sales of bananas, which are the country’s secon . 
most important export item. 

A noteworthy increase in the volume of its coffee export 
(73 per cent) was the main determinant of the 15-per/ 
cent increment registered in the total value of Haztz’s sales 
abroad. Shipments of sugar to the free market virtually) 
ceased, but exports to the United States market, in contrast, 
expanded. 

The value of Nicaragua’s exports remained approximately; 
the same as in 1957, since the effect of lower coffee and 
cotton prices was offset by increases in the volumes exported, 

The fall in sugar prices on the international free market) 
was responsible for a major share of the 8-per-cent reduc-: 
tion in the total value of exports from Cuba. The slightly; 
better prices fetched by sugar sold on the United States: 
preferential market partly offset the decrease in income ac-: 
cruing from sugar exports to the free market, although it| 
was the expansion of the volume of sales to the former! 
that exerted the strongest influence in this direction. Se-: 
condary exports such as tobacco, copper and nickel ores and| 
coffee registered, in the aggregate lower values than in) 
1957, mainly on account of the deterioration in prices for! 
mining products and coffee. | 

The value of exports from the Dominican Republic: 
dropped by 14 per cent, firstly, because of lower sugar: 
prices in conjunction with a cut in the export volume and,, 
secondly, because of the decline in coffee prices. The loss) 
in income was partly covered by a striking rise in cacao) 


ee  —————— 


—————eeee 


noteworthy that, by 1958, cacao had once again become 
the country’s second most important export. 

The value of Ecuador's exports fell 3 per cent below the 
1957 figure. Bananas and coffee showed small increments 
in export volume, while that of cacao dropped by 20 per 
cent. The value of rice exports, which in 1957 had scored 
a record for recent years, stood at approximately the same 
high level in 1958. 

A striking increase was registered in the volume of Hon- 
duras’ banana exports, and another on a more moderate 
scale in that of coffee. The rise in the total value of ex- 
ports (12 per cent) was primarily a reflection of these 
increments. 

Panama, which depends almost entirely on its banana ex- 
ports, saw the value of its total external sales drop by 3 per 
cent. This was apparently due to a decline in the volume 
of secondary exports, since that of bananas went up slightly. 

In Argentina, the total value of exports rose 2 per cent 
higher than in 1957. Meat sales increased in both volume 
and value, whereas in the case of cereals values remained 
approximately the same, the fall in prices for some kinds 
of grain being offset by an increment in the volume of 
exports (especially of maize). The same was true of wool. 
The volume of exports of oilseeds increased substantially 
(by almost 50 per cent). For hides and quebracho extract, 
the 1957 levels were approximately maintained. Since Ar- 
gentina plays a leading part in inter-Latin American trade, 
it is important to note that exports to the region in 1958 
shrank by 20 per cent in relation to 1957, mainly because 
of the decrease in trade with Chile, Paraguay and Peru. 

The value of Uruguay's exports, which in 1957 had been 
lower than at any other time in the last eight years, rose 
by 8 per cent in 1958, but even so remained at levels far 
below those attained in previous years. In mid-September 
1958 a reform was introduced in the export exchange rate 
system, exporters being authorized to sell a larger pro- 
portion of their foreign exchange in the free market, where 
more favourable rates prevailed, a measure which stimulat- 
ed sales abroad in the closing months of the year. Thus 
increments were achieved in the volume of exports of wool 
(including tops) and wheat. 

The 1o-per-cent drop in copper prices and a contraction 
of the volume exported, were reflected in a decline of 15 


per cent in the total value of Chile's sales abroad. Nitrate 
sales fell by ro per cent. Agricultural commodities, which 
represent approximately ro per cent of total exports, re- 
mained at more or less the same levels as in 1957. 

In relative terms, it was Bolivia whose total exports 
dropped most sharply in value in 1958, falling by 42 per 
cent in relation to 1957. The restrictions imposed by the 
International Tin Council on exports meant that Bolivia’s 
external sales had to be reduced from 28 000 tons in 1957 
to 18 000 tons in 1958, that is, by 36 per cent. The lower 
prices for lead and zinc also helped to bring down the 
value of total exports, although the proportion represent- 
ed by these commodities is relatively small. 

The value of Mexico’s exports remained approximately 
the same as in 1957, despite the fact that this country’s 
staple export commodities (cotton, coffee, non-ferrous met- 
als and sugar) were affected by price reductions. Yet some 
of the items mentioned, in particular, cotton and sugar 
were exported in larger quantities than in 1957. This, to- 
gether with an expansion in other exports, notably beef 
cattle, neutralized much of the effect of the price decline. 

In Paraguay, the total value of exports rose by 3 per 
cent mainly because of the increased value of sales of 
timber, meat and cattle hides. 

The value of Peru’s exports declined by 13 per cent, par- 
ticularly because of decreases in the price and volume of 
sugar exports, (17 per cent). The volume of cotton exports 
partially recovered from the decline of 1957, but was still 
smaller than in 1956. In any event the upward movement 
was balanced by the fall in prices, especially for the long- 
stable type. As regards non-ferrous metals, prices for which 
were lower than in 1957, the volume of sales abroad ex- 
panded in the cases of copper and lead, and contracted in 
that of zinc. 

The 2-per-cent decrease in the value of Venezuela’s total 
exports represented an interruption of the rising trend they 
had followed during the previous six years. The total vol- 
ume of exports of crude petroleum was reduced by 16 per 
cent, whereas that of derivatives was maintained at the 
preceding year’s level. As the unit values of the latter are 
higher than that of crude petroleum, the fall in the total 
value of exports was not as sharp as the decline registered 
in exports of crude. 


Chapter III 


THE BALANCE OF PAYMENTS 


I. INTRODUCTION 


The chronic inadequacy of Latin America’s capacity to im- 
port is well known, and is attributable to the following 
two structural factors, common to almost all the countries 
of the region; (a) heavy demand for imported capital 
goods, foodstuffs, fuels and raw materials for develop- 
ment purposes; and (b) marked dependence upon external 
demand for a few staple export commodities. 

The decrease in export earnings which originated in the 
slackening of the rate of growth of certain industrial coun- 
tries had for some time been exerting an adverse influence 
on Latin America’s “current’’ capacity to import, and the 
situation was aggravated by the recession in the United 
States. In striking contrast to what had taken place in 
previous years, a decline in the inflow of capital, mainly 
attributable to the falling-off in direct petroleum invest- 
ment in Venezuela, also had a depressive effect on the total 
capacity to import in 1958. 

Although demand for imports contracted, or expanded 
less rapidly than before, in consequence of the slower rate 
of growth of the gross product and the reduction in the 
volume of investment in many Latin American countries, 


it is difficult here to distinguish between cause and effect. 
In some countries the rate of growth declined because of 
the shortage of foreign exchange. However, demand for 
imports was often stimulated by unsound financial policy 
and by the import subsidies implicit in some exchange 
systems. In short, demand for imports tended to contract a 


| good deal less than the capacity to import, so that pressure 


on the balance of payments increased and import restrictions 
had to be introduced. 

This need to restrict imports developed simultaneously 
with the tendency to simplify exchange systems. The out- 
come was a change from direct to indirect controls, and 
some countries also adopted a single (and relatively free) 
exchange rate, combined in certain cases with sharp de- 
valuation. In any event, the disequilibrium in the balance 
of payments made it essential to resort once again to com- 
pensatory loans, which were obtained as a rule from the 
usual sources. United States Banks, both official and private, 
were responsible for most financing of this type; but even 
so, the foreign exchange reserves of the Latin American 
countries were seriously depleted. 


TJ]. THE CAPACITY TO IMPORT 


Exports traditionally constitute the most important elements 
in Latin America’s capacity to import. It was shown in 
the preceding chapter that the value of sales abroad was 
considerably less in 1958 than in 1957. This was true of 
the great majority of Latin American countries, even includ- 
ing Venezuela, whose petroleum exports had long been 
steadily increasing. Only in Argentina, Costa Rica, Ecuador, 
Honduras and Paraguay was an expansion of exports regis- 
tered, but in the first of these countries it was very small. 

It has also been pointed out that this decrease in the 
value of exports was not the result of a diminished capacity 
to satisfy external demand, but was due practically in its 
entirety to the fall in the prices of primary commodities, 
the causes of which are analysed in detail in the Introduc- 
tion and chapter I of the present Survey. In reality, eco- 
nomic conditions in the individual countries did not as a 
tule have a depressive effect on export availabilities in 1958. 
It may even be said that in some countries the exportable 
surpluses produced were too large to be absorbed by the 
world market. If a still sharper drop in world quotations 
for the commodity concerned is to be prevented — in the 
case of coffee, for example — there is no alternative to 
the restriction of production or the accumulation of large 
stocks in the exporter countries. Argentina was among the 
few countries in which limiting factors of internal origin, 
including in particular the reduced supplies of wheat, pre- 
cluded an expansion of the volume of exports. 

In accordance with the observations and definitions for- 


40 


mulated in the Economic Survey of Latin America 1957,1 
a distinction will be drawn in the present section between 
total and “current’’ capacity to import, the latter being the 
algebraic sum of exports of goods and the net balance on 
services, excluding the net inflow of capital. Discussion of 
this “current” capacity to import will be preceded by a 
description of transactions on the services account, and fol- 
lowed by an analysis of the capital account. Lastly, the 
evolution of the total capacity to import will be shown, 
at current and at constant prices, together with the ways 
in which it was affected by the deterioration in the terms 
of trade. 


1. Receipts and payments on the services account and 
“current” capacity to import 


In spite of the decisive role enacted by exports, transactions 
on the services account of many of the Latin American re- 
publics are playing an increasingly significant part in the 
determination of the capacity to import. They sometimes 
represent a very substantial addition to export earnings, 
a case in point being the tourist industry in Mexico, and, 
to a somewhat lesser degree, in the Caribbean area. In 
other instances, the services account sometimes shows a 
heavy deficit and absorbs a considerable proportion of the 
foreign exchange accruing from the sale of goods. This 
happens in Venezuela, for example, as a result of the huge 


1 Op. cit., chapter IV, Introduction, p. 65. 


remittances of profits effected by the foreign petroleum 


_ companies. Other services are generally of little relative 


_ importance in the Latin American countries, with the ex- 


ception of Mexico and Panama. 


(a) The travel account 


To judge from transactions with the United States, which 


, are by far the most important on the travel account, Latin 


_ America’s gross income from the tourist industry would 
» seem to have attained a slightly higher level in 1958 than 


in 1957 (see table 31). Thus, the standstill in economic 


activity in the United States and other industrial areas did 


not have the same depressive effects on this item in the 
Latin American balance of payments as on exports of 
goods. Perhaps the explanation may lie in the fact that, 
on an average, total consumer expenditure on the part of 


| the population of the United States did not decrease dur- 


ing 1958. 
It should be recalled, however, that since the end of the 


Second World War Latin America’s foreign exchange re- 


ten years had 


ceipts from the tourist industry had steadily and substan- 
tially increased. Consequently, developments in 1958 im- 
plied an aes of the upward trend that for almost 
een registered by tourist activity in the 
region. 
_ The benefits of this trend had been felt mainly by Mex- 
ico and, to a lesser extent, by the Caribbean republics. 
But in 1958 foreign tourist expenditure in these countries 
seems to have undergone a considerable contraction both 
from adventitious causes — as was the case in Cuba, owing 
to the instability of the political situation — and because 


greater interest was displayed in South America, towards 


which a certain proportion of tourist travel was diverted. 
The latter phenomenon, signs of which had already begun 
to appear in 1957, seems to reflect the promotion efforts 
of transport enterprises — airlines in particular — and of 
the Governments concerned. In December, an international 


congress of Governmental experts met at Montevideo to 


discuss the setting-up of a Commission on the South Amer- 


_ ican Tourist Industry analogous to that existing for Europe. 


The colossal magnitude of the task that would lie ahead 
of the South American republics before they could secure 


_ advantages comparable with those already enjoyed by the 


northern countries of Latin America can be grasped from 
the following figures. While in Mexico gross receipts ac- 
cruing from the tourist industry at present account for 
more than 35 per cent of total foreign exchange income, 
the corresponding proportion is only 3 per cent in the case 
of Brazil. 

Total expenditure by Latin Americans under the head of 
travel and residence abroad seems to have been heavier 


Table 31 


LATIN AMERICA: TRAVEL ACCOUNT WITH 
THE UNITED STATES 


(Millions of dollars) 


Se DE I ES SE ESE SIO EEE STILE 


1956 1957 1958 
Gross receipts. 363 404 416 
Gross expenditure . : 216 235 258 
Net Latin American receipts I47 169 158 


| RR SE FRE TR A LS ES SS OD ETE IDE 


Source: United States Department of Commerce, Survey of Current Busi- 
Ness. 


Table 32 


MEXICO: INCOME AND EXFENDITURE ON TRAVEL 
ACCOUNT 


(Millions of dollars) 


1956 1957 1958 

Gross receipts. 509 590 565 

Gross expenditure . : 213 242 247 
Net foreign exchange earn- 

ings from tourist industry 296 348 318 


Sources: International Monetary Fund, Balance of Payments Yearbook; and 
Banco de México statistics. 


than in 1957. Qualitative data indicate that in the case 
of Cuba and Venezuela the outflow of foreign exchange 
to finance their nationals’ expenditure abroad continued to 
increase. Again, there was a slight increment in Mexican 
expenditure abroad, which combined with a noteworthy 
decline in gross receipts from the tourist industry to bring 
about a reduction in net income (see table 32). Whereas 
in 1957 Mexico’s tourist industry had represented a net 
additional resource equivalent to 47 per cent of the value 
of exports, this proportion fell to 42 per cent in 1958. 
Conversely, in some of the South American countries, such 
as Chile and Peru, the deficit on the same account would 
seem to have decreased, owing to a rise in gross income ac- 
companied by a standstill in expenditure? Lastly, if Latin 
America is taken as a whole, it will be noted that there 
were no significant changes in the travel account in 1958. 

In brief, the trend followed by the tourist industry 
cannot be described as uniform throughout the region. Di- 
vergencies in the travel account were to a great extent linked 
to the particular circumstances prevailing in each coun- 
try or group of countries, as well as to the effects of 
factors previously in existence. The general weakening of eco- 
nomic progress in the more advanced regions was only 
one — and perhaps not even one of very great importance 
— among the determinants of the recent evolution of the 
tourist industry in Latin America.* 


(b) Remittances of profits and interest and other services 


Remittances of profits and interest also pursued divergent 
trends in 1958. While the former declined, the upward 
movement of the latter continued. A similar contrast was 
to be noted in the break-down of total transfers by regions. 
As can be seen from the following statistics on, remittances 
of profits and interest from Latin America to the United 
States,* the volume of receipts accruing to the United States 
under this head was apparently a good deal smaller than 
in 1957, whereas the reverse was true of Western Europe: 


1958 
767 


1956 
918 


957 


Gross receipts (millions of dollars) 1,015 


2 The devaluation of certain currencies helped to curb the pro- 
pensity to travel. 

8 Attention may be drawn to the revival of tourist activity in 
Uruguay in consequence of the devaluation of the Uruguayan peso 
and the simplification of the exit formalities required by Argentina. 
In the summer of 1958-59, tourist movements via the River Plate 
seem to have regained the same degree of importance as ten years 
ago, which may well mean increased receipts for Uruguay to the 
amount of several million dollars. However, as this is a purely 
intra-regional phenomenon, it makes no difference to the balance 
of payments of Latin America as a whole. 

* Data taken from United States Department of Commerce, 
Survey of Current Business. 
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The reduction in Latin American payments to the United 
States was attributable to a decrease in remittances of prof- 
its which was only very slightly offset by the increment in 
transfers of interest. Direct investment by the United States 
in Latin America is of course much heavier than that 
placed by Europe, and is chiefly concentrated in export ac- 
tivities. From mid-1957 onwards its yield was adversely 
affected by the fall in prices of many primary commodities. 
This was particularly true of the United States copper com- 
panies in Chile. In Venezuela, on the other hand, the 
contraction in the volume of the foreign petroleum com- 
panies’ production and exports seems to have been the most 
important factor in the reduction of remittances of profits, 
although perhaps another cause was the heavier reinvest- 
ment effected to finance preliminary oil prospecting in the 
concessions granted in 1956 and 1957. 

The gradual increase in transfers of interest abroad was 
mainly due to the continued growth of Latin America’s 
total debt. A progressive, although not unduly sharp, up- 
ward trend is also observable in the average rate of inter- 
est. In recent years private credits have become relatively 
more significant than public loans, which are not-so costly. 
Of Latin America’s total foreign exchange income, 2.5 per 
cent was used to pay off interest, and in the case of Brazil 
the corresponding proportion exceeded 4 per cent. In 
1958 the servicing of loans granted to the region by the 
Export-Import Bank alone amounted to 35 million dollars. 

Incomplete data only are as yet available on the other 
items in the services account.® The maritime freight earn- 
ings of Latin American merchant fleets were probably 
slightly smaller, not so much because there was less traffic 
as because freight charges were lower, although it was 
principally tramp steamers,® tariffs that were affected by 
the latter development. Other items in the region’s ex- 
penditure were lightened in consequence of the economies 
decreed by some Governments as from mid-1957. For 
example, certain countries reduced the number and person- 
nel of their diplomatic and military missions abroad. 

However, as has already been pointed out, the surplus 
or deficit shown by non-financial services (excluding the 
tourist industry) is really important only from the aspect 
of the balance of payments of Mexico and Panama. In the 
first of these cases, the seasonal employment obtained by 
Mexicans in the United States was the source of a con- 
siderable supply of foreign exchange for the Mexican eco- 
nomy. In 1957, income under this head amounted to about 
30 million dollars, as against 21 million in the preceding 
year. 

Statistics on movements of non-financial services in Pa- 
nama are available only with a certain time-lag. The Canal 
is a multiple source of income for this country. In the first 
place, the Panamanian Government receives from the 
United States a fixed annual payment of about 2 million 
dollars. Furthermore, the Canal Company and the official 
United States establishments make large purchases of goods 


® Freight and insurance expenditure on imports is excluded from 
this account and transferred to that of goods. Imports will there- 
fore be shown on a c/f basis. It is in fact impossible, for the 
time being, to obtain complete data on their fob value in 1958. 
Such expenditure represents in Latin America’s case a substantial 
outflow of foreign exchange, since most imports are carried under 
foreign flags. 

° Boats of this kind are almost non-existent in the Latin Amer- 
ican merchant fleets, except in that of Panama. But in reality a 
large proportion of the Panamanian fleet is the property of foreign 
interests. 
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and services, especially from the Government of Panama. 
The personal expenditure in the interior of Panama effect- 


ed by civil and military residents in the Canal Zone is 


also heavy, especially since the customs franchises which 
they formerly enjoyed were abolished in 1956. In 1957, 
disbursements in Panama’s favour under all these heads 
amounted to some 56 million dollars, that is, 6 million 
more than the country’s total exports of goods. To judge 
from the small increment in the Canal Company’s receipts 
in 1958, income accruing to the Panamanian economy from 
the sources enumerated probably also showed a slight in- 
crease. 

To sum up, as regards the services account, the trends 
followed by the different items varied so considerably that 
their effects largely cancelled one another out. As will be 
seen later, in table 38, the net balance on the services 
account, which in Latin America habitually shows a heavy 
deficit, mainly because of remittances of profits by the pe- 
troleum companies in Venezuela, in 1958 implied a net 
outflow of foreign exchange amounting to approximately 
1 350 million dollars, a lower figure than that registered 
in 1957. Despite this reduction, attributable chiefly to 
smaller remittances of profits, net expenditure on services 
absorbed a rather larger proportion of exports of goods in 
1958 than in 1957, because of the falling-off in the com- 
modity export trade. 


(c) The “current” capacity to import 


The almost universal downturn in prices for Latin Amer- 
ica’s export commodities in 1958 meant that their total 
value was 7 per cent lower than in 1957, a decrease which 
was not offset by a movement in the opposite direction 
in the services account. Consequently, the “current” capacity 
to import also contracted by 7 per cent, so that the rising 
trend which had been observable since 1952 was inter- 
rupted.” The reduction in the value of Venezuela’s exports 
in 1958 and the relatively heavy burden represented by 
the deficit on its services account had something to do 
with this setback. If Venezuela is excluded, the decline in 
the “current”? capacity to import shrinks to 6 per cent, 
but it affected 14 out of the 20 Latin American countries. 
Of the 6 in which the “‘current’’ capacity to import in- 
creased, Argentina is the only one with a considerable share 
in the total for Latin America; but the growth of its 
capacity to import was insignificant. The rest included those 
that succeeded in expanding their export trade to a greater 
or lesser extent. The negative evolution of the regional 
total was imputable to the downward movements register- 
ed for Brazil, Colombia, Cuba, Mexico and Venezuela. 


Ze Capital MmlLove NLENLS 


(a) General considerations 


Although the proportion of total Latin American invest- 
ment represented by foreign capital is relatively small — 
the only important exception being Venezuela —, the 
value of the latter in absolute terms has been following 
a rising trend, with brief interruptions, ever since the 
Second World War.® One of these interruptions took place 


7 See Economic Survey of Latin America 1957, op cit., table 71, 
p. 75, and, in the present text, table 110 below. 

8 Estimates indicate that more than one-third of the United 
States’ direct investment abroad was channelled towards Latin 
America. The book value of such assets outside the country rose 


in 1958, when a decline was registered in both the gross 
and the net inflow of capital into Latin America. 

From table 33 it can Be seen that the decrease of some 
29 per cent in the gross inflow of capital in 1958 was 
entirely due to a considerable reduction in the amount of 
direct private investment, since an increment was shown by 
official loans and donations, and medium-term private cred- 
its remained at almost the same level as in 1957. The 
drop in the value of private investment was in turn at- 
tributable to the smaller amount of private capital invested 
during the year in Venezuela. If Venezuela is excluded, 
the picture presented by most of the other Latin American 
countries is more favourable, or at any rate, less unsatis- 
factory. 

On the other hand, the value of amortization payments 
rose by one-third, owing to the growth of the short- and 
medium-term debt in preceding years. Similarly, ‘‘Other 
capital outflows” showed a considerable increment. This 
was due mainly to the flight of substantial private funds 
from Venezuela at the time of the change in its political 
regime. Lastly, the increase in financial outgoings combin- 
ed with the decrease in the gross inflow to reduce net in- 
come by an estimated 60 per cent of the figure registered 
in 1957 (see again table 33). 


‘(b) Gross movements and net inflows of capital? 


(1) Private capital. Direct private investment, which 
had been expanding in recent years and rose considerably 
in 1956 and 1957, in 1958 attained only a little over one- 
third of the preceding year’s figure. The same phenomenon 
which had accounted for the exceptional increase in the 
two previous years — namely, new United States invest- 
ment in Venezuela’s petroleum industry!® — was also the 
explanation of the deterioration in 1958. Owing to the high 


from 3000 to 8000 million dollars between 1946 and 1958, 
according to a report by the President to Congress (see Presiden- 
tial Report to the United States Congress on the Mutual Security 
Program, for the six months ended June 30, 1958, p. 56). 

° Although no detailed statistical data are available on direct 
ptivate investment by countries of origin and destination, ap- 
proximate global movements in Latin America as a whole can 
be indicated. Information is obtainable, on the other hand, as to 
the movement of official capital invested by the United States and 
by the leading international financial institutions, i.e. the Inter- 
national Bank for Reconstruction and Development, the Export- 
Import Bank and the International Finance Corporation. The opera- 
tions of the International Monetary Fund will be discussed later, in 
the section on the balance of payments, since they relate to com- 
pensatory credits. 

7° See Economic Survey of Latin America 1957, op. cit., Part 
One, chapter III, pp. 51 e¢ seg., especially p. 62. 


proportion (over 50 per cent) of the total inflow of capital 
represented by direct investment, and because a major share 
of such investment is placed in Venezuela, any changes in 
direct investment in that country mean that the total for 
Latin America undergoes considerable modification. Direct 
private investment in the mining and manufacturing sectors 
of other Latin American countries — especially Brazil, 
Chile and Mexico — was far from compensating the down- 
ward trend registered for Venezuela. 

Several Latin American countries are concerned with the 
possibility of establishing fiscal and exchange systems calcu- 
lated to encourage foreign capital investment. In the fiscal 
sector, double taxation is usually felt to be a serious obstacle 
to direct external investment. So far, only Honduras has 
signed an agreement with the United States on this subject, 
but Chile, Cuba, Mexico, Peru and Uruguay have approach- 
ed the latter country with a view to concerting an agreement 
whereby double taxation can be avoided. The year 1958 
witnessed another radical change in respect of foreign in- 
vestment policy. After lengthy negotiations, the Govern- 
ment of Argentina signed several contracts with foreign 
enterprises for petroleum prospecting and production in 
certain parts of the country. The aim pursued by the Ar- 
gentine authorities in altering their petroleum policy was 
that of expediting the import substitution process in respect 
of liquid fuels, which at the present time are pre-em- 
inently responsible for the intensification of external dis- 
equilibrium. 

The growth of medium-term loans, or ‘“‘deferred pay- 
ments’, to finance imports of machinery and equipment, 
almost came to a standstill in 1958.1! The possibility of 
a slackening in the rate of growth of such credit had 
already been discussed in the Economic Survey of Latin 
America, 1957,12 where its evolution was regarded as con- 
ditional upon that of the over-all economic situation. In 
the Federal Republic of Germany, whose share in total 
operations of this kind was very large, the discounting of 
medium-term export drafts was temporarily suspended by 
the Banco Central in August 1957.13 Nevertheless, sig- 


1 See table 33, the column headed “Other private capital’. 

12 Op. cit., Part One, chapter III, section I, 2, p. 55. 

18 This measure seems to have been linked to the credit restric- 
tion policy applied to curb the upward movement of internal prices. 
But in this and other cases, it apparently also influenced the de- 
terioration in the external resources of the under-developed coun- 
tries, owing to the low prices quoted for the latter’s exports and 
their own accumulation of deferred commitments. Japan’s decision, 
adopted in February 1959, to suspend all further credit for exports 
to Argentina embodies an explicit reference to what is considered 
the unduly high level of the deferred payments previously granted. 


Table 33 


LATIN AMERICA: GROSS MOVEMENTS AND NET INFLOWS OF CAPITAL, 1956-58 
(Millions of dollars) 


Direct . Amor- Net 
d Other ; O ficial Total f Other Total : 
Year obi private Ld Ce ona- Br 0ss 1 rep, f capital capital ak aad 
fants capital tions inflow Weis outflow outflow caniial 
1956 830 280 365 85 I 560 450 50 500 I 060 
1957 I 350 440 460 IIo 2 360 540 90 630 I 730 
1958 475 460 630 120 I 685 670 300 970 FS 


Sources: ECLA estimates based on data published in United States Department of Commerce, Survey of Current 


Business; on official statistics of Latin American countries; and on information supplied 


by international 


financial organizations (Eximbank and the International Bank) and International Monetary Fund, Balance of 


Payments Yearbook. 


a Mainly consisting of ‘‘deferred import payments’’, i.e. medium-term credits (for details see Economic Survey 


of Latin America, 1957, op. cit., chapter III). 
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nificance attaches to the favourable turn taken by develop- 
ments in this field in United States commercial banks, 
which a few years ago were reluctant to grant international 
loans for terms of 1 to 5 years, but are now doing so on 
an increasing scale. 

Furthermore, many business men in the United States 
now seem willing to support the Goverment and even to 
associate themselves with it in the various programmes for 
economic co-operation with the less developed regions. In 
addition, the United States Committee of Congress, which 
usually takes into consideration the opinions of private 
enterprise as to the country’s external economic policy, is 
showing itself very active in this respect. The executive 
announced at the end of 1958 that it was preparing a 
programme of tax incentives to encourage private invest- 
ment in the under-developed countries. 

Gi) Official loans from the United States. The total 
movement of official loans and donations was essentially 
the outcome of the operations conducted by the United 
States Government — mainly through the Export-Import 
Bank — and by the International Bank of Reconstruction 
and Development (see table 34). Consideration will next 
be given to United States financial operations through the 
Export-Import Bank, the Development Loan Fund and Pub- 
lic Law No. 480 on agricultural surplus disposal. 

Export-Import Bank. The more ample resources in the 
hands of this Bank from the end of 1957 onwards enabled 
it to offset, up to a point, the depressive effects of the 
fall in the value of Latin America’s exports. Part of 
the increase registered in operations benefiting Latin Amer- 
ica was also attributable to the relatively large loans grant- 
ed to Argentina, which had not previously been a ben- 
eficiary. 

In 1958 the Export-Import Bank authorized new loans in 
favour of 15 Latin American countries which amounted 
in the aggregate to 477 million dollars (see table 35), the 
highest annual total lent to the Western hemisphere by 
this institution in all its 25 years of existence. The cumu- 
lative total of the credits authorized for Latin America had 
reached 3700 million dollars by the end of December 
1958, a figure which compares favourably with the 3 600 
million granted to Europe.* The 477 million dollars 
mentioned above comprised 219 million for development 
and 258 million to cover balance-of-payments deficits. De- 
velopment credits were broken down as follows, according 
to the source quoted: 


Value of loan 


Destination of loan (Millions of dollars) 


iIManutacturingsindustries 59. . 5. . 1 . : 68.3 
EE CethiGgeneley uae enaumuny a ©.) peak. se as 61.4 
Improvement of railways ......... 34.0 
IM GieiTaEs Bt go 2) WER ei sh ee tien ae a 31.2 
Rozd- pullin come arent ty eel A Sn, 12.5 
NCTIGU Cale Materialii ==). oan Fle 8.3 
Water and drainage services . oe etn 1.5 
Lorries, omnibuses and motor-vehicle equipment Ter 
Miscellaneous UE So 5 ee gO a3 


Ota mena ee eo ee Ee SS 221.6 


Among the biggest credits authorized for development pur- 
poses in 1958 were those granted to Argentina (106 mil- 
lion), Brazil (25 million), Mexico (35 million) and Peru 
(19 million). 

The figures given so far relate to the loans authorized. 


™ See Export-Import Bank, Press Release, 1 January 1959. 
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Table 34 


LATIN AMERICA: NET INFLOW OF CAPITAL, 
BY ORIGIN 


(Millions of dollars) 


eR Sy RL Ba STS EEN SOREN EN RAT NT ES EE LS 


1956 1957 1958 
International Bank for Recon- 
struction and Development, 
and United States... .. 880 I 510 550 
Otherssourcests: nee) ee 200 220 165 
UCR ENA 5 AN eee DIP ae a A I 080 I 730 715 


SR SE RE LE SE EIT 


Sources: ECLA estimates based on International Monetary Fund, Balance 
of Payments Yearbook; United States Department of Commerce, Survey of 
Current Business; and official statistics of Latin American countries. 

a Including Western Europe. 


It is also of interest to note the amounts represented by 
effective disbursements in 1958 and by the Latin American 
countries’ amortization payments on previous loans. Gross 
disbursements by the Export-Import Bank during 1958 in 
favour of Latin American countries amounted to 333 mil- 
lion dollars for purposes considered as those of economic 
development, i.e., for the financing of additional capital 
goods or replacements of same.1> The net contribution of 
the Export-Import Bank to Latin America in 1958, Le., 
its new disbursements for development purposes less the 
amortization for prior credits, increased by 28 per cent, 
rising from 196 million dollars in 1957 to 251 million 
in 1958. 

The largest disbursements for development purposes in- 
cluded the following: 86 million dollars for Brazil, 64 
million for Mexico, 61 million for Argentina, 48 million 
for Peru, 20 million for Chile and 11 million for Cuba. 
However, considerable sums used to amortize previously- 
arranged credits have to be deducted from these figures. 
For example, Mexico had to pay 87 million dollars, Brazil 
28 million and Chile 10 million. It should be noted that 
much of the capital obtained from this Bank was invested 
in such infrastructural sectors as electric energy, transport 
and mining, a phenomenon confined neither to the year 
1958 nor to the Bank. In earlier years a large proportion 
of the loans granted both by the Eximbank and the Inter- 


1° Excluding 152 million dollars to cover balance-of-payments 
deficits. 


Table 35 


LATIN AMERICA: LOANS FROM THE EXPORT-IMPORT 
BANK, 1956-58 


(Millions of dollars) 


1956 1957 1598 
New authorizations 
For development purposes. . . . 411 178 219 
For the balance of payments. . . - oe 258 
LOT) SOCEM grees. RNG a 4II 250 477 
Disbursements 
For development purposes. . . . 70 181 333 
For the balance of payments. . . - 53 152 
ATT We te AEC PROG Jo 234 485 
Amortization payments ..... II7 121 133 
Net inflows into Latin America. . —47 113 352 


Sources: Eximbank, Monthly Statement of Loans; and Press Release, 1 
January 1959. 


national Bank for Reconstruction and Development had al- 
ready tended to be earmarked for economic development. 
To some extent these Banks have been taking over the 
role formerly played by international private capital, which 
was primarily that of financing Latin American electricity 
production and basic services that normally require large- 
scale investment. It was the depression of the ‘thirties’ that 
brought to a halt the investment of foreign private capital 
in services in Latin America. 

Public Law 480. As is common knowledge, this law 
concerns the United States Government programme for fi- 
nancing exports of agricultural surpluses. It came into force 
in July 1954. Generally speaking, transactions comprise a 
very small initial payment (sometimes none at all) and 
the balance may nearly always be settled in the local cur- 
rency of the recipient country. In some cases, there is a 
clause providing tk adjustments in the event of exhange- 
rate fluctuations. 

New sales negotiated with Latin America under article 
I of Public Law 480 increased little. From a cumulative 
total of 341 million dollars in December 1957 they rose 
to 355 million in December 1958.1¢ Nevertheless, actua! 
deliveries in 1958 reached 66 million dollars, of which a 
little under half went to Brazil.17 The cumulative value 
of effective sales to Latin America increased from 160 mil- 
lion dollars in December 1957 to 226 million in December 
1958.18 From the point of view of the Latin American 
countries, these imports of United States surpluses do not 
involve expenditure of foreign exchange because they are 
payable in local currency, which is lent to Governments for 
development purposes. Hence, so far as the balance of pay- 
ments is concerned, import outlays are offset by an entry 
in the capital account. 

Development Loan Fund. The establishment of the De- 
velopment Loan Fund, approved by the United States Con- 
gress in August 1957, represents a further advance in the 
United States foreign trade policy of increasing its financial 
aid to the less developed regions. Originally set up as 
part of the International Co-operation Administration 
(Point IV), it was made into a public corporation in 
1958, while still remaining part of the United States 
Mutual Security Program. Its basic aim is to finance pro- 
jects which are economically sound but which cannot be 
sponsored by other international financial institutions. The 
Development Fund differs from other similar organizations 
more especially in that it lays greater stress on long-term 
low-interest loans. For projects such as ports and roads, etc., 
it charges 31/, per cent interest and will authorize matu- 
rities of up to 40 years. Moreover, recipient countries may 
amortize at least a part of their loan in local currency. 
The Government had originally proposed that the Develop- 
ment Fund be authorized to lend 2000 million dollars 
during its first three years. Congress reduced this figure 
to 1125 million for 2 years, but finally a total of 300 
million dollars was approved for the fiscal year 1958 and 
400 million for the oe year 1959. 


16 Several of the contracts negotiated in 1957 were to be execut- 
ed over a period longer than one year. 

17 For further details on the operation of Public Law 480, 
including statistical data, see Message from the President of the 
United States, transmitting the ninth semi-annual report on activities 
carried out under Public Law 480, 83rd Congress, (Washington, 
Government Printing Office, 1959); and United States Department 
of Agriculture, Report No. 52, June 1959. 

18 Data for 1955 and 1956 are taken from the Economic Survey 
of Latin America 1957, op. Cit., p. 60. 


In 1957, its first year of operation, the Development 
Fund extended no loans to Latin America. In 1958, it 
authorized four loans: one to Honduras of 5 million dol- 
lars, for highway construction, and three to Paraguay which 
totalled 6 million dollars (for the Asuncidn drinking- 
water ee for the Brazil-Paraguay highway and to help 
a private firm to expand its production of tinned meat and 
quebracho). However, only a part of the sums authorized 
was actually handed over.¥® By the end of 1958, the De- 
velopment Loan Fund had announced other agreements 
awaiting authorization. They involved almost 25 million 
dollars for Argentina and almost 5 million for Ecuador. 
The former sum was earmarked for transport services, 
energy and water resources. The credit requested by Ecua- 
dor will enable the unfinished portion of the Pan-Amer- 
ican Highway in that country to be completed. 

Lastly, it should be pointed out that, apart from the 
various credits granted by the official agencies mentioned 
above, in 1958 the United States Government continued 
to make donations to Latin America amounting in all to 
about 135 million dollars.?° 

(iit) Movements of capital through international agen- 
cies. In the interest of completeness, this analysis of capital 
movements in Latin America calls for a review of those 
effected through three international agencies. Two of them 
come under the United Nations: the International Bank for 
Reconstruction and Development and its subsidiary, the 
International Finance Corporation. The third is the project- 
ed Inter-American Development Bank, which falls within 
the jurisdiction of the Organization of American States 
(OEA). Ps 

International Bank for Reconstruction and Development. 
In 1958, the Bank’s new disbursements to Latin American 
countries were 50 per cent lower than in 1957. Credits 
allocated amounted to 76 million dollars as against 162 
million in 1957. Considering that Latin America paid 
32 million dollars by way of amortization in 1958, the 
Bank’s net contribution to that region was only 44 million 
dollars as compared with 132 million in 1957 (see table 
36). Only Costa Rica and Haiti received loans of any 
size. Those extended to the other Latin American countries 
were much smaller. Honduras, which again obtained 2 
million dollars, as in 1957, was the exception. 

More than 80 per cent of the loans extended by the 
International Bank to Latin America in 1958 were 
used for electric energy development in Brazil, Colombia 
and Mexico. Next in size were the sums lent for port and 
harbour works in Ecuador and Peru. The latter country 
also received a loan for its railways and Honduras another 
for its roads. Like the Eximbank, the International Bank 
favoured loans for purposes of development, especially 
of the electric energy sector and generally of those services 
which always require fairly heavy capital investment. In 
1958, Latin America received a little over 20 per cent of 
the aggregate value of the Bank’s loans.?1 


19 See Development Loan Fund, Loans Announced as of De- 
cember 31, 1958. 

20 It must also be taken into account that the United States has 
continued its military aid and technical assistance advisory pro- 
grammes, but the sums involved have been excluded from table 33, 
since both their actual magnitude and their indirect effects on the 
balance of payments are very difficult to evaluate. 

21 In 1957, loans extended by the International Bank to Latin 
America were even smaller in relative terms. They represented less 
than ro per cent of the total. Yet, between 1948 and 1958 (early 
October), the aggregate amount lent by the Bank to Latin America 
was equivalent to 25 per cent of the development funds advanced 
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Table 36 


LATIN AMERICA: LOANS FROM THE INTERNATIONAL 
BANK FOR RECONSTRUCTION AND DEVELOPMENT, 
1956-58 


(Millions of dollars) 


Disbursements 
Country 

1957 1958 
[Sheba oe eye ts, eee eee 17.0 2.5 
(Colonibiareeee ts eee = ee 33.0 8.0 
(GostaRicagen tes ee fe: 2.0 Thee 
Chilemee gen aoe Oem. YT 13.0 9.0 
EGuadotmr yobs ets. & Se 3.0 4.3 
BiwSalvadotea ties Peis een: 6.0 pie) 
Guatemalawe rs as 4 & oS) 6.0 4.3 
RIQiti¢Memreesyere ss) Renee co is! - 0.2 
iondurasemaae =< aes ees 2.0 2.0 
IMexICOMmem mr. curcak: Soo: 30.0 19.7 
INSCATA CUA ne Me ied cared 8c it Ut 9.0 4.2 
[PANG NaGEL: ay cule Maen MRomcte sen a 3.5 2.5 
Paras uaye es le 8) ur ae 1.5 0.6 
Rerueeeree sn ik cs ee A 13.0 7.5 
Wirrouavars = ane Ses nog ee 13.0 8.3 
otai@ewe. 2a 8 ROA aS 162.0 76.3 
ANVOTILZ ATL ONS mene ee 30.0 32.0 
Net contributions ...... 132.0 44.3 


Source: International Bank for Reconstruction and Development, Statement 
of Loans, 31 December 1956-58. 


Although the value of capital lent by the International 
Bank to Latin America has diminished,» this agency con- 
tinues to play an important role in the movement of 
capital into the Latin American countries. It is hoped that 
this inflow will be increased in the future in view of the 
recent decision to double the Bank’s lending capacity. In 
1958, during its session at New Delhi, the Bank approved 
a report submitted by the Executive Director to the Board 
of Governors proposing that the authorized capital should 
be increased from 10000 million dollars (the previous 
ceiling) to 21 ooo million, provided that member countries 
subscribed 7 ooo million dollars of this increase before 15 
September 1959.?* It is also of interest to note that the 
Bank’s bonds offered to the public did well, particularly 
in the United States. Many of those put up for sale in 
1958 were absorbed by the United States’ capital market. 
In that country, three issues totalling 375 million dollars 
were floated.?* 

International Finance Corporation (IFC). This Inter- 
national Bank affiliate was set up in 1957 with a member- 
ship of 55 countries and an initial capital of 93 million 
dollars. Its aim is to foster the economic growth of 
the less-developed member countries through investments 
— without Government guarantees — in private firms. It 
is really an agency for investments rather than for loans.?4 

In 1957, the Corporation handled only one financing 
transaction for Latin America; a Mexican project obtained 
560 000 dollars. In 1958, total disbursements almost reach- 


by it to the countries of the world taken together (see International 
Bank, ea Bank in Latin America, Washington, October 
LOS Ss Pome ie 

ce Ti raatonal Bank, Press Release, No. 568, 29 December 1958. 

23 Data taken from the statement made by the President of the 
Bank at New Delhi, 7 October 1958. 

24 International Finance Corporation, Second Annual Report, 


1957-1958, P. I. 
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ed the 5 million mark, Brazil getting more than 70 pet 
cent and Chile and Mexico the rest (see table 37). The 
importance of the role played by the IFC should not be 
judged solely by the scale of its operations, which actually 
is very small. Working closely with private foreign in- 
vestors, it encourages them to augment their investments 
in Latin America. In a recent speech, its President revealed 
that the firms backed by the Corporation represent a new 
total investment of some 50 million dollars (3.50 addi- 
tional dollars for every one invested by the IFC).*° 

Inter-American Development Bank. Great progress has 
been achieved towards the establishment of an inter-Amer- 
ican financial institution. The Economic Conference of the 
Organization of American States held in Buenos Aires in 
1957 had approved a resolution calling for further study 
of the question of a financial institution for the American 
Republics. In August 1958, the United States announced 
that it was prepared to consider the establishment of such 
an institution. On the basis of the resolution passed in 
Buenos Aires and recommendations made at the informal 
meeting of American Foreign Ministers in Washington in 
September 1958, the Inter-American Economic and Social 
Council decided to convoke the Specialized Committee for 
Negotiating and Drafting the Instrument of Organization 
of an Inter-American Financial Institution. This Committee 
met in Washington from 8 January to 8 April 1959. 


(c) Conclusions 


To sum up, foreign capital movements into Latin Amer- 
ica in 1958 were less favourable than in 1957. The inter- 
national payments situation in the region also worsened in 
1958. The expansion of the short-term debt in previous 
years pushed up the value of amortizations by one-third. 
The outflow of other capital increased by only 11 per cent, 
i.e., the position improved as compared to 1957. However, 
heavier amortization, coupled with a smaller gross inflow, 
meant that the net capital inflow was less: it was estimated 
at 45 per cent of the value registered in 1957 (see again 
table 33). 


3. Total capacity to import 
(a) In current values 


In 1958, the contraction in the “current” capacity to 
import was not offset by a larger inflow of capital (see 


_ °° See statement made by Mr. Robert L. Garner at the Corpora- 
tion’s second session at New Delhi, 8 October 1958 (information 
paper distributed during the session). 


Table 37 


LATIN AMERICA: LOANS FROM THE INTERNATIONAL 
FINANCIAL CORPORATION 


(Millions of dollars) 


SSG LAY CSS EAS, CIT TNE ISR SE ELT EE TT DS SEE IEPA TS 


Disbursements 
1957 1958 
Bitaz Ul ae ie eae pce a Par eae - 3.9 
Chiles a5 eea Ma We et eee = 0.5 
MEXICOi. a cdg teehee em ee 0.6 0.6 
Ot e eal es eR ds MRIS, 0.6 4.9 


LL LE EL ARR SET EELS ETA ED SESE SL EY ST ESET ETT AR SE 


SourcEs: International Financial Corporation, Second Annual Report 1957- 
58 and Summary of Commitments, 1 February 1959; and Information 
received directly by ECLA. 


tables 38 and 39). As stated in the previous section, the 
gross flow of capital into Latin America decreased by almost 
25 per cent in 1958 while capital outflows for amortiza- 
tion of debts increased. Consequently, as indicated above, 
the net flow of capital into the region contracted, thus 
determining an approximate reduction in the total capacity 
to import of over 20 per cent, which is halved if Vene- 
zuela is excluded.? Even so, a 1o-per-cent decrease in the 
total capacity to import of Latin America (excluding Vene- 


*° There are quite considerable differences between the total 
given in table 39 for aggregate net imports of capital and the 
figure for net imports for Latin America as a whole, which has 
been used in the section dealing with capital movements. This 
latter figure appears in table 39 as the ‘‘adjusted total” and the 
difference between it and the aggregate of country figures is in- 
cluded in “errors and omissions’. Even for the years prior to 1958, 
when much fuller data were available, this margin of error is 
usually wide, because many capital movements — for example, 
most of the inflow and outflow of speculative private capital — do 
not appear in balance-of-payments statistics. For 1958, the adjusted 
total is based on the balance-of-payments figures of the United 
States vis-a-vis Latin America as a whole. Estimates have been 
made of capital movements v/s-d-vis other regions but these are 
much smaller. By using United States balance-of-payments statistics, 
it was possible to break the total down into large groups — direct 
investments, official capital, etc. At the country level, the figures 


zuela) exerts a significant influence on the region’s economy, 
since several countries had already cut their imports almost 
to the minimum compatible with supplies of essential goods. 
Consequently, to maintain their purchases abroad at this 
minimum level, they frequently find themselves compelled 
to draw on their reserves or to contract further short-term 
debts, thus compromising their future income. 

In 15 of the 20 Latin American countries, the total 
capacity to import declined in 1958. The exceptions were 
Costa Rica, the Dominican Republic, Haiti, Panama and 
Paraguay. 


(b) In constant values 


Because cif import prices fell, estimates of the total 
capacity to import in constant values (i.e. deflated by the 
import price index) reveal that it declined almost 4 per 
cent less between 1957 and 1958 (see again table 39). 


for net capital inflows are residual. They are the result of fluctua- 
tions, already partially estimated, in exports, imports and clearing 
accounts of the balance of payments. Thus, in this case also, the 
statistics are subject to errors and omissions. The true figures for 
Latin America as a whole probably lie mid-way between the re- 
adjusted total and the aggregate of country totals. 


Table 38 
LATIN AMERICA: “CURRENT” CAPACITY TO IMPORT cf, 1957-58 
(Millions of dollars) 


Exports of goods* 


Net balance in the “Current’’ capacity 


Country Services account to import 

1957 1958 1957 1958 1957 1958 
INGRTNEW 5 5 5 a anc 975 994 44 40 I O19 I 034 
ISORBE, Go @ 6 a eS 76 52 — 7 _ 4 69 48 
Brazile gecwes As Vere I 392 I 243 — 231 — 210 I 161 I 033 
Goloilye, ss eo 8 x 601 534 4 2 608 536 
Gosta SRicas Ne. 83 97 _ I _ I 82 96 
Gubauren ie ote ee 845 774 — 27 — 50 818 724 
(Chiletewinaeds.act ‘ 404 370 — 60 — 57 344 313 
Ieuereloye Qe Go oe hoe 138 136 — 32 — 35 106 101 
EI@Salvadote -aey ane 127 105 — «it —- 9 116 96 
Guatemala eee ee 114 106 I — I II5 105 
FIG AEE Seaton ean cb 34 39 5 3 39 42 
Hondutasieeis pe. Lie 66 66 ae — a 64 63 
IMGXICOE Fyiryiven 5 oyna. 744 743 250 BG) 994 960 
INbreareaegthy 9 8 6 6 ho 70 7o = 3 _ 3 67 67 
Ranamameeets rr i 2. 69 66 4I 55 IIO 12% 
Rardouay ees Wo Gettin 36 38 — I — I 35 37 
Reng ee Fey cons) Pa Ue Pe 333 290 — 38 — 42 295 248 
Dominican Republic. . 162 140 — 14 — 10 148 130 
Wrucuay ane ee © 128 139 5 8 133 147 
‘LOtalaee ela Arcs Ae 6 397 6 002 — 77 — Io1 6 320 5 901 
WVenezuclaame eter, a 2741 2539 —I 324 —I 202 I 417 Ta 77 
1eiGrand) total. < 0.1). 9 138 8 541 I 401 —I 303 7 737 7 238 

2. Errors and omis- 
SIONS Paeu-proylioye. wis — 100 — 80 — 90 — 70 — 190 — 150 

3. Provisional adjust- 
edutotalaer seen 9 038 8 461 —I 491 —I 373 7547 7 088 


URCES: See sources of table 33. f : ; 
ae several instances, the export data given in this table differ from those presented in table 30 in the preceding 
chapter on exports. This is because, in accordance with its own methodology, the International Monetary 
Fund readjusts customs statistics with a view to establishing the effective amount of the country’s export 
earnings. Contraband transactions, for example, ate approximately estimated and duly taken into account. 
Similarly, errors deriving from over- or under-valuation of the unit price of exports by the customs 
authorities are corrected. Under-estimating of the unit price accounts in particular for the fact that a 
much lower current value is given in table 30 for exports from Ecuador and Venezuela. ' 

In the case of Urguay, no adjustment for contraband has been made, but in that country, owing to 
the controls in force, the illicit income accruing from unregistered trade has to be kept off the official 
exchange market and plays no part in the formation of the capacity to import. : ; ; 

It should also be noted that discrepancies between the figures for Argentina, Brazil, Colombia, Chile, 
Mexico and Peru given in this table and those cited in chapter V are attributable to the fact that new 
data were obtained at the last moment. As publication deadlines leave no time for the data in question 
to be adjusted, the necessary corrections will be incorporated in the next Survey. 
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Table 39 
LATIN AMERICA: TOTAL CAPACITY TO IMPORT, 1957-58 


(Millions of dollars) 
en SS SEE EES SCR RST ES SS 


Current’ capacity 


RE 


Total capacity 


Total Capacity to import in 


Net movement 


Connirs to import of capital to import ETT) PIR 
1957 1958 1957 1958 1957 1958 1957 1958 

Argentina I O19 I 034 65 —30 I 084 I 004 I 136 I 073 
Bolivia. 69 48 17 27 86 75 84 72 
Brazil . : I 161 I 033 154 71 I 315 I 104 I 381 I 242 
Colombia .. 605 536 — 24 2 581 538 567 550 
Costa Rica . 82 96 13 7 95 103 91 92 
Cuba. . 818 724 14 42 832 766 756 702 
Chile 344 313 7 78 401 391 410 387 
Ecuador . . 106 IOI Io A 116 I05 113 IOL 
El Salvador. 116 96 2 I2 118 108 107 104 
Guatemala . I15 I05 41 20 156 125 I5I I22 
Haiti 39 42 —_ 8 — 10 31 32 31 29 
Honduras 64 63 8 6 72 69 73 64 
Mexico. radbizs mae, PSntiee 994 960 202 113 I 196 I 073 I 105 997 
INICATAC Ua al: Ateereel) sae dectes atl ee 67 67 19 Io 86 5) 69 7O 
Panama . 110 121 38 34 148 155 147 149 
Paraguay . 35 37 5 9 40 46 39 44 
lagi” Py teees cs hee eae 295 248 146 145 441 393 430 379 
Dominican Republic . 148 130 — 9 18 139 148 127, 146 
Uruguay . 133 I47 28 — 22 161 125 I6I 140 
Total 6 320 5 901 778 536 7 098 6-437 6978 6 463 
Venezuela I 417 0337 I 075 — 76 2 492 I 261 2141 I 139 
1. Grand total . a LEST 7 238 I 853 460 9 590 7 698 9 119 7 602 

2. Errors and omissions . . — 190 — 150 — 123 255 — 313 I05 — 298 104 
3. Provisional adjusted total 7 547 7 088 I 730 715 9 277 7 803 8 821 7 706 


a emtamnemecmmmmemnemnensiemmmmmatenmnmmntent ae rer here eee oon eee an aan 


Sources: See sources of table 33. = 2 : 
a Total capacity to import divided by the 1955 price index for imports. 


Excluding Venezuela, its deterioration was reduced to 7 
per cent at constant prices. 

This difference is largely attributable to the cut in 
maritime freight costs. The supply of sea transport, at 
a given price level, exceeded demand. Between 1952 and 
1957, the world tonnage of motor and steam vessels grew 
by 20 million gross tons (22 per cent) to r1zo million 
gross tons. The world tanker fleet grew by 50 per cent 
to 30 million tons.27 Demand declined after 1955-56 but 
picked up in 1957 and 1958 because of the recession and 
the ensuing contraction in world trade. Hence, freight 
charges tended to move downwards, especially in the case 
of ships chartered for special voyages or fixed periods, 
mainly because less petroleum, wheat and coal were trans- 
ported. The cut in petroleum freight costs were particularly 
significant as they represented a high proportion (roughly 
25 to 30 per cent) of the cf price of crude. In 1958, 
freight indices for petroleum were down about 17 per cent 
over 1957.78 As a result, cif price of crude fell by 4 or 5 
per cent regardless of the fob price trend in the exporting 
countries. As for other cargoes, the effect of freight costs 
on the composition of the cif price is much less than in 
the case of petroleum; nor was there any sizeable cut 
in shipping rates, since a large proportion of general 
cargo is transported by regular shipping lines whose rates 
are fairly stable. But here again a declining trend is ob- 
servable. Indeed, an immediate recovery seems unlikely, as 
the present tonnage remains excessive, and millions of 


27 Information Division of the Treasury, Bulletin for Industry, 
No. 107, London, April 1958. 

28 Worked out on the basis of ad hoc indices for the German 
and United Kingdom markets. 
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tons of shipping are still coming off the stocks to swell 
existing capacity.?® 


4. Terms-of-trade effect 


The negative effects of the deterioration in the terms of 
trade which resulted from the divergent trends followed 
by fob prices for Latin America’s exports and cif prices 
for its imports were intensified in 1958. Table 40 presents 
unit values of exports and imports since 1950 and their 
impact on the purchasing power of exports. 

It should be pointed out that owing to the difficulties 
inherent in the preparation of unit value indices, especially 
for import prices, the indices in question can be taken only 
as pointers to trends and approximate magnitudes. But 
even if due allowance is made for this fact, table 40 shows 
how an unfavourable evolution of the terms of trade may 
have a very serious effect on the purchasing power of 
exports. If, for example, average data for 1950, 1951 and 
1952 are compared with those for the last three years, it 
will be seen that the quantum of exports expanded by 26 
per cent, whereas their purchasing power increased by less 
than 20 per cent. And a comparison of 1958 with the 
base year reveals that the purchasing power deriving from 
exports rose by 15 per cent only, as against an increment 
of 23 per cent in the quantum of exports. In other words, 
more than one-third of the improvement in the production 
effort and in sales abroad was nullified by the disparity in 
price trends. Of course, this loss is estimated on the basis 
of the terms of trade prevailing in 1950, and the choice of 


*® See ‘Prospects for the Coming Year”, Norwegian Shipping 
News, 23 December 1958, p. 1 440. 


Table 40 


LATIN AMERICA: EFFECT OF TERMS OF TRADE ON PURCHASING POWER 
OF EXPORTS 

Purchasing power of exports 
Bapotes Unit Change in relation to base year 
Re ae tr ern Dus to Dae to 
value (Wade ¢ dollar cl of Total variation lerms 
(Millions ene a f ; ae EO constant BE in quantum of trade 

of dollars) 100) as op 100) prices of exports 

PIECES (Millons of dollars at 1950 prices) 

(a) (b) (=—) (4) (=) fp) (gs) (b=f—8) 
1950 6578 I0o 6 578 100 6578 — == Sa 
I951I 7776 118 6 590 115 6 762 184 r2 T72 
1952 7 027 112 6 274 119 5905 == (58 — 304 —369 
1953 7 581 108 7 O19 108 7 O19 A441 441 a 
1954 7 893 115 6 633 108 7 308 730 55 675 
1955 7 983 108 7 392 106 7 531 953 814 139 
1956 8516 105 8 110 IIL 7 672 I 094 I 532 —438 
1957 8 623 I05 8 212 III 7 768 I 190 I 634 —444 
1958 8177 IOI 8 096 108 7571 993 I 518 —525 


Sources: ECLA estimates based on official foreign trade statistics. 


the base year may obviously be decisive as regards the 
trend followed in subsequent periods. It should therefore 
be recalled that the year 1950, taken here as the bench- 
mark, displayed no exceptional characteristics of any kind. 
As its first six months were affected by the depression 
which had begun in 1949, and its second half by the 
stimulating influence of events in Korea, it worked out 


on balance as a normal year in respect of price levels and 
volumes of transactions. In succeeding years, up to 1955, 
the terms-of-trade effect varied greatly, but was slightly 
favourable to Latin America on the whole. In 1956, how- 
ever, despite the high level of economic activity in the 
industrial countries, the terms of trade became unfavourable, 
and this trend continued in 1957 and was intensified in 1958. 


Ill. EXCHANGE AND TRADE POLICY AND LATIN AMERICAN IMPORTS 


I. Trade policy trends in 1958 


Latin American countries shared in 1958 a general trend 
towards the liberalization of trade through the normal- 
ization of exchange rates and the removal of direct State 
controls on the flow of goods and payments. The apparent 
contradiction between these general policy trends and the 
declining capacity to import meant that the liberalization 
of trade and exchange regulations was accompanied by in- 
direct control measures, such as higher customs duties, ex- 
change taxes and prior deposits, combined with credit res- 
trictions. 

So far as exchange regulations are concerned, Argen- 
tina and Chile have made progress towards a single rate 
of exchange, bringing the official rates closer to the real 
external value of their currency. In fact, the total unification 
of both exchange markets — free and official — was de- 
creed in Argentina on 31 December 1958, and resulted 
in a rate of exchange close to that in force at the time on the 
free market. In Chile, exchange reforms had been put into 
effect in 1955 and 1956, but, since then the official rate 
for the peso had changed much more slowly than the rise 
in internal prices, and a gap of about 30 per cent had de- 
veloped between the official and the free-market quotations. 
In December 1958, this gap was partly closed, but only as 
the result of a second step, in January 1959, did official 
and free quotations coincide. As in Argentina the new 
single rate was, to begin with, about ro per cent higher 
than the average free-market quotations during previous 
months. In subsequent months, however, the Chilean peso 


remained stable, while that of Argentina underwent a fur- 
ther substantial devaluation. 

In Brazil and Uruguay too, steps were taken to simplify 
the exchange system. In Uruguay, the new rates introduced 
in the second half of 1958 were fewer, but, on the average, 
much higher, in relation to other currencies, than before. 
The Uruguayan peso weakened still further on the free 
market.°° Although Brazil did not modify its basic rate of 
exchange, the preferential rates applicable to essential 
goods were devaluated. In addition, effective rates for 
certain export earnings were raised. Bolivia, by official de- 
cision, and Peru, through free-market fluctuations, also ex- 
perienced the effects of a considerable devaluation in 1958, 
in line with internal price increases. 

Obviously, the shift to more realistic exchange rates from 
previous overvaluation was bound to curb import demand, 
especially excess demand generated by implicit subsidies 
favouring staple items. On the other hand, if the intro- 
duction of a single exchange rate for all imports means 
in fact relatively lower prices, in national currency, for 
non-essentials, it may stimulate purchases of this kind of 
merchandise, especially when accompanied by measures 
of trade liberalization, e.g. the abolition of import permits, 
necessity certificates, quotas and other measures of direct 


80 However, the very rapid deterioration of the peso in the free 
market (from 5.50 to the dollar in March 1958 to almost rr in 
January 1959) strongly suggests that speculative influences were 
at work. 
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quantitative control. This is undesirable and regressive for 
countries suffering from low rates of investment, balance- 
of-payments trouble, social unrest and very wide disparities 
in personal income levels. So the exchange reforms that 
have taken place have not in themselves proved adequate 
for adapting the level and composition of imports to the 
needs of the economies concerned. 

The tendency to discard direct controls was therefore ac- 
companied by the growing use of a relatively new method 
of indirect control, i.e. the obligation, for importers, to 
make an advance deposit of a lump sum, generally calcu- 
lated as a percentage of the value of the goods ordered 
abroad. The rates for those deposits is extremely variable, 
depending on whether the goods are considered necessary 
and on the balance-of-payments position of the country 
concerned. This method has proved effective in reducing 
import demand, but the rates have to be very high, and 
bank credit to finance deposits has also had to be restricted. 
Even so, where the propensity of import among people in 
high income brackets is very strong, irrespective of prices, 
a reduced list of prohibited luxuries may have to be re- 
tained. 

Although it has proved its efficiency, the system of prior 
deposits on imports is not immune from criticism. The main 
objection is that it automatically provokes an increase in 
costs and prices, through adding extra financing charges 
to the cost of imported goods. This, of course, is exactly 
what is intended, but the point is that prior deposits are 
in fact not only required for unnecessary imports but also 
for those which are essential, or relatively so. When this 
device does not eliminate imports, or at least reduce them 
to rather insignificant levels, the goods reach the consumer 
at a much higher price. This may not matter much in the 
case of finished goods going directly, ie. through trade 
channels only without further processing, to the consumer. 
But it has much more serious implications when the increase 
in cost is transferred to other sectors of the economy, as 
happens when fuels, materials, equipment, or staple foods 
ate affected. A rise in the price of foods has a direct 
impact on cost of living indices and hence on salaries. If 
the purpose of prior deposits is to avoid over-investment 
in inventories, the effect is usually limited anyway, because 
of the generally illiquied state of business. It may be 
added that, in general terms, it does not seem advisable 
for inventories of essentials to be held to such low levels 
that business has to work on a hand-to-mouth basis, mak- 
ing it more vulnerable to external price fluctuations and 
possible emergencies arising either from international crises 
or bottlenecks in production or transport, for example, 
because of strikes. When prior deposits are required on 
imports of essentials, it often seems to be the result of 
some confusion between very distinct purposes of the sys- 
tem, because they are used not only as an import deterrent 
but also as a way of absorbing excess means of payment, 
and even as a soutce of short-term finance for Government 
expenditure. The advantages, on these grounds, of prior de- 
posits hardly compensate, in the case of essential goods, 
for the damage caused by the transfer of their increased 
costs to the economy as a whole. 

Again, the burden laid on business by prior deposits is 
heavy, especially in Latin America owing to the currently 
high interest on loans, especially when, because of credit 
restrictions, loans must be sought from money brokers and 
not from the banks. An additional burden is imposed 
on the importer when deposits have to be made in national 
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currency, as a result of the devaluation which often occurs 
before the deposits are returned. In some cases this has 
been avoided by an exchange guarantee given by the Cen- 
tral Bank concerned, or by allowing deposits to be made 
in foreign currency. When this is so, many Latin American 
importers are able to get their foreign suppliers to provide 


directly, or through foreign banks, at least part of the 
deposits required. But, of course, such contributions are || 
not gratuitous, and the interest involved is always an ad- | 


ditional cost item. 


The prior-deposit system is in use in many Latin Amer- | 


ican countries; Argentina, Brazil, Chile, Colombia, Ecua- 


dor, Mexico, Nicaragua, Paraguay and Uruguay employ it | 


in one form or another, but with wide differences in the | 


rates imposed and the periods for which the deposits are | 
held. The highest in 1958 was the Chilean rate of 5 000 | 


per cent for private cars and office equipment, and these 
deposits are held for about three months. This of course 
amounts in practice to a total import ban.*t During the 
year 1958 the general trend was towards higher rates, the 
only exception being Ecuador, which reduced them for some 
categories of non-essential, though also non-luxury, goods.*? 

Another feature of Latin American trade policies in 
1958 was the renewed interest in reforming customs re- 
gulations and using them as an instrument not only of 
trade, but also of economic development policy. The com- 
mon tendency of tariff reforms already introduced or pro- 
posed is to discriminate against non-essential goods, par- 
ticularly when they compete with national production. This 
was shown by the 1957 revision of customs regulations 
and duties in Brazil, the more recent one in Mexico, and 
the heavier import duties on textile manufactures in Ve- 
nezuela.** The almost general increase of 20 per cent in 
Peruvian import duties, primarily intended to reduce im- 
ports, had also some discriminatory features, this is there- 
fore another example of the more widespread use of in- 
direct control of the composition of imports. 


2. Evolution of imports 


(a) The volume and value of Latin American imports 


Tariff reform should, in the long run, constitute an 
important part of economic development policy. But emer- 
gencies such as these which occurred in many countries 
in 1957 and 1958 induced almost all the Latin American 
countries to strengthen their discriminatory indirect con- 
trols, such as the import deposit system. The result was a 
decrease of a little over 10 per cent in the total value 
of imports in relation to 1957 figures. Nevertheless, total 
Latin American imports were on the whole higher than in 
1956 (see table 41). As the unit value of imports went 
down 2 per cent, the contraction in their volume was about 
Sapericeai== 


** Nevertheless, Chilean statistics still show relatively large 
imports of cars, attributable to Government and special-category 
imports not subject to prior deposits at all. 

*° The regulation passed in Chile in February 1959 is worth 
mentioning. This completely abolished prior deposits on goods 
imported from other Latin American countries with which Chile 
has payment agreements in force, except if, and when, the bi- 
lateral account were to show so great a disequilibrium that “swing 
ore possibilities were exhausted and cash payments were neces- 
sitated. 

°3 In 1958 Bolivia and Venezuela changed their customs regula- 
tions, listing goods as recommended by United Nations agencies. 

°4 The 1958 figures quoted in this section must be used with 
caution, since they are still provisional for several countries. 


Table 41 


LATIN AMERICA: IMPORTS BY COUNTRIES, 1956, 1957 AND 1958 


(Millions of dollars at cif current values) 
SS NN LIE Te ELT EY BE BIE RTE DEAS PB OE AS STEED SOS OTIS EI EL SE PIE PS Tt STP CVA EEO 


Change in 1958 


Country 1956 1957 19588 in relation to 
Coffee exporters 
Total . 2 343 2 463 2 228 —235 
Brazil. I 234 I 
‘ 489 I 353 —136 
Colombia . 657 481 394 — 87 
Costa Rica 91 103 103 = 
El Salvador . 105 115 109 — 6 
Guatemala . . 138 153 150 — 3 
Haiti . 50 41 41 — 
Nicaragua . 69 8I 78 — 3 
Sugar exporters 
Total . 840 I 014 974 — 40 
Cuba . t to 714 878 824 — 54 
Dominican Republic 126 136 150 + 14 
Banana exporters 
Total . 273 309 289 — 20 
Ecuador. . 108 II 10 — 8 
Honduras . 67 So os — 5 
Panama . 98 117 @ de) — 7 
Wheat and meat exporters 
Total . I 333 I 536 I 368 —168 
Argentina . I 128 I 310 I 233 — 77 
Uruguay. 206 226 135 — 91 
Non-ferrous metal exporters 
Total . 438 565 484 — 81 
Bolivia ‘ 84 92 69 — 23 
Chile . 354 473 415 — FS 
Mixed exporters 
Total . I 461 I 588 I 502 — 86  ] 
Mexico . I 072 1155 I 129 — 26 
Paraguay 29 33 38 qP 5 
Peru’. 361 400 335 —565 
Total 19 countries . 6 688 7 475 6 845 —630 
Venezuela . I 249 I 997 I 651 —346 
Grand total . 7 937 9 472 8 496 —976 
Sources: Official statistics adjusted by ECLA. 
a Partly estimates. 
The contraction in imports has affected — though in level in 1957) and Venezuela were severely affected.*> On 


very differing degrees — all of the Latin American countries 
but four, namely Costa Rica, the Dominican Republic, Haiti 
and Paraguay. The provisional figures for Costa Rica and 
Haiti show neither an increase nor a decrease. These four 
countries were among the five whose capacity to import 
expanded. As was to be expected, it was the smallest im- 
porters, generally speaking, that were most seriously affect- 
ed by the reduction of their exports and/or showed a 
chronic balance-of-payments deficit. Bolivia, Brazil, Chile, 
Colombia and Uruguay were in this category. Argentina 
has the same structural trend, and still registered a deficit 
in its balance of payments in 1958, although its exports 
did not continue to decline. The imports of both Peru 
(whose foreign exchange reserves had fallen to a very low 


the other hand, the stability shown by the imports of Me- 
xico, a country with very diversified exports and receiving 
a continuous flow of capital investment, is worth noting. 


(b) Sources of imports 


Although Latin American data are not yet available on 
changes in imports by countries of origin, some indication 
may be obtained from the export figures of the main in- 
dustrial countries. Table 42 shows exports to Latin America, 


85 In the case of Venezuela the decrease of about 17 per cent 
in imports seems to be associated with reduced investment in 
mining and petroleum in 1958 after a year of exceptionally high 
imports of capital goods. 


a 


Table 42 


LATIN AMERICA: IMFORTS FROM SELECTED 
COUNTRIES* 


(Fob values in millions of dollars) 


Variation in 1958 
Exporter country 1957 1958 


Absolute Percentage 
United States . 4551 4051 —500 —II.0 
Canada eee ot ras & 238 190 — 48 —20.2 
Western Europe: total . 2 443 2 462 + 19 + 0.8 
Belgium-Luxembourg . . 179 173 — 6 — 3.4 
Federal Republic of 
Germany oe a 699 705 + 6 + 0.9 
IREances eee oe at 214 210 — 4 — 1.9 
aly erie te an as 231 270 + 39 +16.9 
INetherlands. - 4 = . 123 133 + 10 + 8.1 
Swedéilsearae-.; “Siar % 461 423, — 38 — 8.2 
Switzerland ..... 157 05 )5) + 18 +11.5 
United Kingdom. . . 128 134 + 6 + 4.7 
Japan. PCTS Tr 149 203 + 54 +36.2 
Total selected countries. 7 381 6906 —475 — 6.4 


Sourcrs: ECLA estimates based on data published by OEEC. 
a Exporter countries’ statistics. 


in terms of dollars at current prices, from a group of 
countries which altogether supply 85 per cent of Latin 
America’s total demand for imports. Figures on the direc- 
tion of trade show that it was the considerable reduction 
in exports to Latin America from the United States and 
Canada which accounted for the falling-off in the industrial 
countries’ total sales to the region. Since exports from 
Western Europe virtually remained at their 1957 levels, 
their share in the total improved. In the case of Japan, 


most of the increase in exports was due to sales of boats 
to foreign shipping companies registered in Panama. 


(c) Composition of imports 


Although data on the composition of imports are avail-_ 


able only for the first six months of 1958, some conclu- 
sions may be drawn on the ways in which the general 
reduction in imports has affected the Latin American eco- 
nomy.** In table 43 the break-down of imports into ten 
categories shows that for all but one, consumer durables, 


imports have decreased in value by a total of 521 million | 
dollars, or about 11 a cent below the half-yearly average | 


in 1957. (Imports of consumer durables had already fallen 
to very low levels.) Individual country data, which do not 
appear in the table, reveal that the cut in imports of non- 
durable consumer goods results mainly from lower demand 
or administrative restrictions in Venezuela, Brazil and Uru- 
guay. Moreover, the decline in “miscellaneous” imports is 
accounted for by Venezuela, where this item refers mainly 
to consumer goods also. Import figures significantly lower 
in value are reported for fuels by Argentina, Brazil and 
Mexico. But, as is shown elsewhere, the diminished values 
are due more to a lower céf price than to a smaller vol- 
ume, except in the case of Mexico, where the import re- 
duction may be credited to progress in import substitution. 
In the case of raw materials, Brazil alone accounts for a 
cut of 87 million dollars out of a total reduction of 187 
million, followed by Venezuela and Uruguay. Argentina is 


8° Tt js expected that data for the whole of 1958 will be 
published in the Statistical Annex to the Economic Bulletin for 
Latin America, Vol. IV, No. 2. 


Table 43 
LATIN AMERICA: COMPOSITION OF IMPORTS 
1957 1958 Weighting of 
(Millions of dollars) groups 
Items by groups Difference (Percentage of total) 
Half-yearly First SS 
average half 1957 1958 
Consumer goods 
INoasdurable=] een een 595 529 — 66 12.9 12.9 
Durables aka ees ee ae 235 235 — Sak 5-7 
RATAN GO eae PN One Lot tik 830 764 — 66 18.0 18.7 
BZ] San Ota] enn ome eer eee ee 479 420 — 59 10.4 10.3 
Raw materials and intermediate goods 
INCRE A er ome ieee cont oe OR = 351 326 — 25 76) 7.9 
Non-metal . Se eee I IOI 939 —162 23.8 22.9 
Total . I 452 1 265 —187 Bie 30.9 
Capital goods 
Construction materials . . . . . . 234 198 — 36 5.1 4.8 
Agricultural machinery .... . 132 126 — 6 2.9 3.1 
Industrial machinety. ..... . 971 905 — 66 21.0 22.1 
Transport equipment ..... . 400 339 — 61 8.7 8.3 
Total . TS 7, I 568 —169 37.6 38.3 
Miscellaneous ord) ee ee ee 116 76 — 40 255 1.8 
Total (excluding Bolivia, Ecua- 
dor, Haiti and Paraguay). . . 4614 4093 —521 100.0 100.0 
Grand total for Latin America 
(estimated) 4749 4218 —53I 


Sources: Data prepared by ECLA on the basis of official statistics. 


a Cif values. 
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also affected, but in a very limited way, and only as 
regards non-metallic materials. Its imports of machinery 
and equipment, on the other hand, were maintained at 
about the same level in both periods.?? For this kind of 
commodity, directly related of course to investment and 
economic development, the countries most affected were 
Venezuela (—rzo million dollars), Brazil (—43 million), 
Uruguay (—21 million) and Peru (—g9 million). For 
these four countries the contraction in this type of import 


*” There was in fact in the first six months of 1958 a consider- 
able expansion (33 per cent) in Argentine imports of industrial 
and agricultural machinery, which were already high in 1957. 
On the other hand, transport equipment went down about 30 
per cent in 1958, from the exceptional figure in 1957, im connexion 


with a 75-million-dollar loan from the International Bank. 


was bigger than the decrease for Latin America as a 
whole, the explanation being that some other countries 
— mainly Mexico and Cuba — have increased their capital 
goods imports in spite of lower total imports. 

As can also be seen from table 43, the relative weight 
of each of the ten categories does not show very big 
changes from 1957 to the first half of 1958. Consumer 
goods (including “‘miscellaneous’’), account for just the 
same share (a little more than 20 per cent) of total 
imports, whereas equipment increased somewhat at the 
expense of raw materials. 

So far this analysis has been based on current values, 
but some valuable indications may be obtained from a 
look at constant-value estimates (see table 44), though 
the difficulties inherent in making unit-value comparisons 


Table 44 


LATIN AMERICA: CHANGES IN THE COMPOSITION OF IMPORTS IN 1958 
WITH RESPECT TO 1957? 


Goods by category 


Variation in value 


(Millions of dollars) 


Percentage variation 


At current At 1955 In current In constant 
prices prices values values 
I. End goods and materials for pro- 
duction 
1. Materials for production: 
Raw materials . —187 —146 —12.9 —10.0 
Fuels . — 59 — 21 —I12.3 — 5.0 
Total . —246 —167 —I2.7 — 89 
2. End goods 
(a) For consumption: 
current consumer goods . — 66 — 49 —II.0 — 8.2 
durable consumer goods . — — 3 — — 1.3 
miscellaneous . : — 40 — 37 —34.4 —34.5 
Total . —r106 — 89 —I1.2 — 9:5 
(b) For fixed investment: 
construction materials . — 36 — 21 —15.4 — 9.7 
agricultural machinery . — 6 _ — 4.5 _ 
industrial machinery . — 66 — 77 — 6.7 — 8.9 
transport equipment . — 61 — 89 —15.2 —19.8 
Total . —169 —187 — 9.8 —11.3 
(c) Total end goods —275 —276 —10.3 —I0.7 
Il. Grand total imports: —52I1 — 443 —I1.2 — 9.9 
III. Capital and consumer goods 
1. Capital goods: 
Total machinery . —169 —187 — 9.8 —Il.3 
Metal materials — 25 — 9 — 7.1 — 2.8 
Total . —I94 —196 — 9.3 —10.0 
2. Consumer goods and miscella- 
neous 
Non-metal materials —162 —I137 —I4.7 —12.0 
Fuels . 2 GRE aI oe — 59 — 21 —12.3 — 5.0 
End goods and miscellaneous. —106 — 89 —II.2 — 9.5 
Total . S27, —247 —12.9 ae SH) 


A TSE 2ST EE TI BR IO IE TE SII SEE SET ESSE ESI IT EB TE LI ED TD 


Sources: ECLA estimates based on official statistics. : : o 
a Data for the first half of 1958 are compared with the half-yearly average in 1957. Excluding Bolivia, 


Ecuador, Haiti and Paraguay. 
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Table 45 


LATIN AMERICA: INTRA-REGIONAL TRADE 
(Millions of dollars) 


| EE I TE 


Total imports 


Origin of imports 


Country SSS ee Argentina Brazil Venezuela 
1957 1958 ak BINS T ELE. ped Segre bt ae 
1957 1958 1957 1958 1957 1958 
INARI ¢ 4 3 4 RS: 236 — — 107 II2 78 74 
BOlivitaleewn ee 5 Ti 3 7 2 — — —_ 
Byevall, nop oo a eels 204 103 85 — — 87 97 
Colombia 8 6 
Chiles ares ren cies 87 67 24 21 I4 I2 
Bepavelove . 4 ee 9 5 
Parag aye os 14 II 14 9 
Peru bomen re 2 I5 16 II 
Uruguay ...-. 47 46 7 I 27 26 6 18 
Venezuela = =. 4 13 4 7 = pat 
Total 10 countries 611 610 170 I4I 149 150 I7I 189 
Estimate for Latin 
America as a 
WANE; 5 o o o Wee) 738 


Note: This table is based on data supplied by the Central Banks and other monetary authorities of Latin 
American countries with clearing accounts in force, and on official trade statistics for Peru and Venezuela. 
They are, however, insufficient to cover the whole of inter-Latin American trade. The total estimate, at 
the end of the table, is based on foreign trade data published in the Direction of International Trade fos 
1957. For 1958, the sample has been assumed to represent the same proportion of the total, i.e. 83.6 pet 


cent. The unspecified part of inter-Latin American trade includes transactions amon 


the 10 northern 


countries and between them and the southern zone. It also includes a small proportion of trade among coun- 
tries in the latter zone. The figures for 1958 are partly estimates. 


for manufactured goods, especially machinery, necessitate 
a very cautious approach. This is not so much the case, 
however, for groups of primary commodities, such as fuels 
and raw materials, the composition of which is much more 
constant. Table 44 shows that lower prices for raw ma- 
terials, fuels and non-durable consumer goods have account- 
ed for a large part of the reduction in import values. The 
most striking case is that of fuels, where the decrease in 
physical volume was only 5 per cent, compared with more 
than 12 per cent in current value. This was due not only 
to the somewhat lower prices charged by exporting coun- 
tries but even more to lower freight costs. The same was 
true for raw materials, especially metallic ones, for which 
the contraction in volume was less than 3 per cent, against 
a 7 per cent reduction in value. Construction and road- 
building equipment and materials, and agricultural ma- 
chinery, show a similar trend, but this may possibly be 
due to changes in the type of equipment imported. Sta- 
tistical reasons may also account for the discrepancy in the 
cases of industrial — including mining — and transport 
equipment, where the decline is much higher in volume 
than in value. 

Table 44 gives two different break-downs for imports. 
One stresses the distinction between finished goods and 
materials used in the production process. This shows that, 
in real terms, the cut in imports was appreciably less for 
the latter, so that current domestic production was less 
affected than the decline in the total volume of imports 
might suggest. The other break-down is between consumer 
and capital goods, whether fully manufactured or not. 
Here there seems to be no difference at all; the brunt of 
the cut in imports, whether deriving from lighter demand 
or compulsory restrictions, seems to have been evenly dis- 
tributed between both categories. 


3. Intra-regional trade in 1958 


The figures in table 45 indicate that inter-Latin American 
trade remained at its 1957 levels. All the causes of this 
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situation are not clear, but it seems to be attributable to 
the reciprocally compensatory effects of movements differ- 
ing in direction according to the countries concerned. For 
example, smaller supplies of Argentine wheat — mainly 
because of a bad crop — affected trade between Argentina, 
on the one side, and Brazil, Paraguay and Peru, on the 
other. However, total Argentine imports from the rest of 
the region expanded slightly, though this was not true for 
Brazil, Chile, Peru and Uruguay. 

Looking only at the trade covered by bilateral payments 
agreements (see table 46), quite important changes, and 
a trend towards bigger imbalances, are noticeable in the 
accounts of the various countries. Brazil’s positive balance, 
already considerable in 1957, increased once more, with 
Argentina the main debtor. Only two countries — Chile 
and Uruguay — achieved a more balanced trade within 
the payments agreement area. Trade representing goods 
to the value of 586 million dollars in 1957 and 582 
million in 1958 gave rise to total disequilibria (i.e. the 


Table 46 


LATIN AMERICA: INTRA-REGIONAL TRADE BALANCES 
COVERED BY CLEARING AGREEMENTS 


(Millions of dollars) 


Country Balance in 1957 Balance in 1958 
Argentina . + 6.7 — 40.6 
Bolivia . — ol + 5.0 
Brazil. 2 +28.4 +44.7 
Colombia . — 3.7 — 42 
Chile . . — 8.0 + 1.0 
Ecuador. . + 3.9 + 5.2 
Paraguay — 1.8 + 3.4 
Uruguay —25.4 —I4.5 
Total imbalance . = 39.0 +59.3 


SS a a I TT TET 


Sources: Information supplied by Central Banks and other monetary 
authorities in the countries concerned. 


sum of the net deficits registered by certain countries and 
of the net surpluses obtained by the rest) amounting to 
78 and 118 million dollars, respectively. Thus, the total 
imbalance rose from 13 to 20 per cent of the value of the 
goods negotiated in intra-regional transactions.?8 

As regards the integration process recently initiated 
— though on a very cautious and limited scale — among 
some South American countries, it is a matter of interest 
that the trade and payments agreements signed in 1958 
have incorporated a new clause permitting transfers of 
balances. This is designed to increase and promote multi- 
lateral compensation within the area. The instrument signed 
in October by Argentina and Peru is typical in this respect. 


Be For further details on inter-Latin American accounts, see 
section IV of this chapter. 


It is, in principle, a bilateral treaty with a “swing credits” 
of four million dollars both ways, but it states that balances 
are transferable to bilateral accounts with third countries. 
Both countries will also obtain the full benefit of the 
most-favoured-nation clause, not only for custom duties but 
also with respect to any kind of trade regulation, fiscal 
or administrative. The system of bilateral trade and pay- 
ments treaties between the Latin American countries south 
of the equator was extended in 1958 by the conclusion of 
agreements — including the transferability clause — be- 
tween Argentina and Uruguay, and between Brazil and 
Chile. Another significant development in the field of 
inter-Latin American trade was the decision taken in June 
1958 by the Central American countries to adopt a common 
tariff schedule and common customs regulations, as a fur- 
ther step towards economic integration. 


IV. LATIN AMERICA’S BALANCE OF PAYMENTS IN 1958 


In 1958, several Latin American countries succeeded in 
reducing the deficit in their respective balances of payments 
or even registering a surplus. But others failed to restrict 
imports sufficiently to prevent a deterioration in the external 
situation. Fifteen out of the 20 Latin American countries 
showed a negative balance-of-payments situation in 1958, 
while several of the others achieved credit balances by 
cutting their foreign purchases to volumes less than were 
compatible with the maintenance of normal levels of 
economic activity. 

Although Latin America received a large amount of 
compensatory credit, its balance-of-payments deficit led to 
a further drain on its gold and foreign exchange holdings 
and, as a result, to a considerable reduction in the inter- 
national assets of several countries in the region. This 
situation shows a sharp contrast with the improvement 
that took place in the relation between international reserves 
and foreign trade values in more developed areas. 

In the following pages, a more lengthy analysis will be 
made of the pressures on the balance of payments and 
their real factors, as well as of the compensatory financing 
of the balance of payments and the changes in interna- 
tional monetary liquidity. 


1. Pressures on external equilibrium 


A comparison of Latin America’s exports and imports 
shows that in 1958 an appreciable decrease took place in 
the current values of both. Imports appear to have declined 
more than exports, which points to a very different trend 
from that observed previously when foreign purchases 
increased more rapidly than sales. The deterioration in both 
import and export trade which affected Latin America as 
a whole indicates the course of events in the great majority 
of the countries of the region. To some extent, this also 
contrasts with what took place in preceding years, when 
there was less uniformity in the position of the different 
countries (see table 47). 

While the unit value of exports dropped sharply, as a 
result of adverse market trends for many Latin American 
primary commodities, unit import values showed no more 
than a slight decline, for which a reduction in maritime 
freight charges was primarily responsible, since prices for 
manufactured goods from the big industrial centres remain- 
ed very firm. To sum up, the terms of trade deteriorated 


Table 47 


LATIN AMERICA: EXPORTS AND IMPORTS (cif) IN 
CURRENT VALUES: PERCENTAGE VARIATION 
IN 1958 WITH RESPECT TO 1957* 


Imports 


Exports (cif) 


Countries whose imports decreased 


(a)Decrease in imports greater than 
that in exports: 


Golombia s+ ue een ee es —II —18 
Mexico pelos ea eee ead —1 
INicataguaiee, aya ee —iI 

Jee ae Nce ny ene Mose, mtr, Ue aati — 6 

PCR USTs ee ior rant eee Pree tear Bes —7 —16 
Veneziela tt Aa. ee — 2 

Jeati nA mericaa eee econ — 5 

Latin America excluding Vene- 
zuela oe Ce re CAE 8 

(b) Decrease in imports and stagna- 

tion or increase in exports: 


Argentina i Se 
Ecuadorst. 09s, Mer pee — 
Honduras 

Uruguay . 


COnHNN 
| 


(c) Decrease in imports smaller than 
that in exports: 


Bolivias perches or ee —34 —29 
Brazilwss. vida ieee blac omee —II —9 
Guba ap ee ne ee ee a —I5 == 
Chile: ets Oe cea —7 — 
iB 1GSalvador ean ere eee —16 — 
Guatemalagar ete — 6 — 


Countries whose imports remained 
stable or increased 


CostaSRica Sir mse (mea edt 15 — 

Parag iiaye er ween Pema pe nace oe 4 19 

Dominican Republic. . . . . —I14 IO 
EAS SE SS CEA UR OS gE SE PSSA Ee 


Sources: Official foreign trade statistics of each country. 

a The percentage variations indicated in the table are derived from absolute 
export and import figures which sometimes differ from those given in 
chapter IJ. The customs statistics used for the calculation of the balance 
of payments, i.e. the real income and expenditure in foreign exchange, 
sometimes require to be readjusted in relation to the following factors: 
smuggling, real variations in import and export prices, inflow and outflow 
of pends resulting not from sales and purchases, but from shifts in 
stocks. 
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considerably in 1958. In many cases, the volume of exports 
continued stable or expanded, while that of imports con- 
tracted almost as sharply as their total value. In contrast, 
during 1947-56 and in 1957, the volume of foreign pur- 
chases had increased rapidly while that of exports had 
tended to shrink in almost every Latin American country.*° 

Despite the changes just indicated in the respective move- 
ments of the volume of exports and that of imports, the 
current account continued to show a deficit in most of 
the Latin American republics. It is common knowledge 
that the under-developed countries’ purchases from the 
great industrial centres tend to exceed their sales to these 
latter, a circumstance for which, in the last analysis, the 
process of development in peripheral regions is itself 
responsible. This trend was strongly reinforced by the 
existence of inflationary pressures and/or bottlenecks 
in certain basic sectors of the economy. The countries in 
which inflation was mitigated in 1958 were very few. 
Among them, Colombia is deserving of mention. The 
course pursued by economic policy prevented the external 
disequilibrium from becoming even more serious than it 
was in the case of Bolivia and Chile. As a general rule, 
the pressure of internal demand upon supply remained 
heavy, or was intensified. 

In reality, if in some countries the deficit on external 
transactions (excluding movements of capital) was some- 
what reduced in 1958, this was mainly in consequence of 
the restrictions imposed on imports. For instance, in Argen- 
tina, Chile and Venezuela, the negative ratio of imports 
to the net balance on current account was not so high as 
in 1957. Furthermore, in contrast to the deficit of the 
preceding year, Uruguay’s current account showed a surplus. 
Colombia was able to maintain the sizable credit balance 
it had achieved in 1957, though only at the cost of an 
appreciable drop in total trade (see again table 47). In 
other countries — Brazil, Cuba, Guatemala and Peru — 
the inadequacy of the cut in imports, together with a 
marked falling-off in sales, led to heavier pressures on the 
current account*® (see table 48). 


39 See Economic Survey of Latin America, 1957, op. cit., Part 
Three, pp. 228 ef seq. 

*° As regards Brazil, it should be added that recent progress in 
the direction of eliminating or reducing certain bottlenecks in basic 


| 
| 


Whereas in 1957 the evolution of the total balance of 
payments had been on the whole less unfavourable — or? 
more favourable — than that of the current account, thanks} 
to an increment in net capital receipts, exactly the reverse: 
took place in several Latin American countries in 1958) 
(see again table 48, and table 49). The most striking) 
example is that of Venezuela, which had been in an un- 
usually favourable situation since the end of the war. In 
1957, its current account had already begun to show a. 
deficit,*: but this was more than offset by the exceptional 
increase in net capital receipts. By 1958, the deficit had 
become even larger and, as financial income plummeted 
down at the same time, the balance of payments showed 
an extremely large negative balance instead of a surplus 
as in 1957. Similarly, the inadequacy of net capital contri- 
butions from abroad was partly responsible for the continu- 


ance of the deficit in Chile’s balance of payments, in spite - 


of a market reduction in its negative trade balance. Uru- 
guay was able to convert its deficit into a surplus in 1958, 
thanks entirely to the improvement in its current account 
following sweeping restrictions on imports. Both Uruguay 
and Argentina seem to have registered net outflow of 
capital. 

In other cases, however, foreign capital was able to 
relieve payments difficulties to an appreciable extent. In 
Bolivia, Brazil and Guatemala, financial receipts from ex- 
ternal sources helped to cover a large proportion of the 
enormous deficit in the current account, and in Mexico 
and Peru, they prevented the external disequilibrium from 
becoming any worse. The big surplus recorded in Panama’s 
balance of payments can also be largely attributed to the 
movements of capital. 

To sum up, it should first be stated that, although the 
volume of exports remained relatively stable and that of 
imports decreased, the goods and services account (at con- 
stant prices) still showed a sizable debit balance in nearly 
all Latin American countries, in spite of the fact that, in 
some cases, it was smaller than before. From 1947 to 1956, 


sectors of the economy prevented import demand from exerting 
even stronger pressure on external equilibrium. 

“ A point to be noted is that this deficit was produced by a 
considerable increase in imports, mainly due to heavy investment 
by the petroleum companies. 


Table 48 


LATIN AMERICA: BALANCE OF THE CURRENT ACCOUNT AND ITS 
PERCENTAGE RELATION TO IMPORTS (cf) 


Balance o 


of the current account 
(Millions of dollars) 


Percentage relation between the 
balance of the courrent account 


Country and imports cif 

1956 1957 1958 1956 1957 19588 
Argentina ae 184 —291 —183 —16 —22 —I15 
LBYeWAUL ny ” Chaat se mee berm Te 65 —328 —34I1 4 —22 —25 
Golombiaauetatse. hs) ——s74 + 95 +113 —II —I9 28 
GUA ER a) vores), Ot ROT: — 87 —I116 —9 —1I10 —I4 
Chile™ wes conn! eee TES —142 —I00 —5 —29 —24 
ECUACOLE ete. ee nS — 6 — 3 —9 — 5 — 3 
Guatemala Aaa) Fee e222 — 37 — 46 —16 —24 —30 
IMIEXACO lis: iy etic ce) ae OD —233 —198 — 7 —18 —I7 
OTM (ct ie) ces: 5 = SOA —I74 —156 —18 —37 —39 
Wrnguaye, ss se — — 93 6 I —4I 4 
Wienezuclameene yc... 5 1 31 —58o —314 2 —29 —I9 
Latin America . —470 —1 968 —I 441 — 6 —20 —I7 


SR EE TET SE AIR ECE ES TSE TINIE: TPS ET SE TT I AR A I AEE TL 


Source: International Monetary Fund, Balance of Payments Yearbook. 
a The relation has been given a minus sign when the current account shows a deficit. 


b Provisional ECLA estimates, for 1958. 
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Table 49 


LATIN AMERICA: TOTAL BALANCE-OF-PAYMENTS 
SITUATION, IN 1956, 1957 AND 1958 


(Millions of dollars) 


SI ES ET SET SE SS IES EP ASAI SEE ISAT EE Ey EY 


1956 1957 1958 
Satie SAmericdy ate fo. +. os 580 —II5 —983 
Latin America excluding Vene- 
BUCA a5 us tl ha oe é F 166 —610 —593 
A. Countries whose situation 
improved in 1958 
ANTEXSTUTEY oy Gg so he ot ee) —226 —213 
Colombians ae ee a Gr 71 II5 
Costa Rica. fale. = TS I 9 
Ghilewet. a mrae = seed akn ds rea — 85 — 22 
Haiti . ee eer — 7 — 6 
AMAL A te aR tas eli 22) gal 12 — 5 19 
Rata puay Mr eag so. fond 4 — 3 — 2 
Renin Sea es wos larg — 28 — II 
Winnie uAyaeiny On aes eee Gate 16 — 65 — 16 
B. Countries whose situation 
deteriorated in 1958 
JDOUNAED Gish oe cl lte dee: san Sate ean e) — 3 — 6 
Brazile ee eh Site ts 198 —I174 —270 
BCUuDag ES, Nitta et ee TE — 73 — 74 
lloupreley? ye 2 Coats hy Son ea yt 4 I 
RUB SALVAGOL ; Brvere nt ali < 6 2 
Guatemalan ates tk ct 8 4 — 26 
ondurastee slope tee, het a — 2 — 4 
UNL CX CONN et Oki Gog: Sa eal nets 97 — 31 — 85 
INIGAta SO Udsew anes Cee an ro 3 — 3 
Dominican Republic. . . . — 2 3 — 2 
Venezuela . ae} 414 495 —390 


Sources: International Monetary Fund, Balance of Payments Yearbook, and 
provisional ECLA estimates for 1958 based on official statistics of the 
Fund and of the different countries on trade, international reserves and 
compensatory credits. 


the deficit had occasionally been even bigger and had been 
largely covered by the additional revenue accruing from an 
improvement in the terms of trade. In 1957, the terms of 
trade deteriorated, but the volume of imports continued 
to expand thanks to larger contributions of foreign capital. 
However, these contributions diminished or levelled off in 
1958, following an increase in amortization liabilities and 
a drop in gross financial income, while the terms of trade 
showed a persistent downward trend. This explains why 
many countries had an unfavourable aggregate balance of 
payments while others managed to achieve a credit balance 
only by drastically cutting down their volume of purchases 
abroad. But it should be added that the considerable in- 
crease in the deficit of Latin America’s over-all balance of 
payments is inclined to give an exaggerated idea of indi- 
vidual trends in the different countries of the region. The 
increase was, in fact, produced by a far-reaching and ad- 
verse change in Venezuela’s external situation (see again 
table 49). 

If the evolution of the balance of payments is studied 
by monetary zones, a notable reduction will probably be 
observed in the debit balances of Argentina, Chile, Cuba 
and Peru with the convertible currency area. On the other 
hand, the situation of Brazil and Venezuela in respect to 
the United States was highly unfavourable. The aggregate 
regional balance of payments with the dollar area was 
decidedly negative in 1958, whereas it had come close to 


equilibrium in 1957. If Venezuela is excluded, the situa- 
tion as a whole takes on an entirely different aspect: Latin 
America would have had a surplus balance in its transac- 
tions with the United States in 1958, instead of a deficit 
as in 1957 since, in actual fact, there was no major decline 
in its exports to the United States. On the other hand, 
exports to Western Europe fell far below their abnormally 
high level of 1957. As a result, several Latin American 
countries showed an appreciable deficit in their transactions 
with regions outside the dollar area, as against relative 
equilibrium or a small negative balance in previous years. 
For instance, Brazil’s position seems to have deteriorated 
considerably with respect to the limited convertibility zone 
of the Hague Club. 

As has already been pointed out, the payments disequi- 
librium among the different countries in the region was 
intensified in 1958. In some cases, this disequilibrium has 
already become traditional, the most outstanding example 
being that of Venezuela, which sells large quantities of 
petroleum to Argentina and Brazil but buys little in return. 
As may be seen from table 50, the negative or positive 
bilateral balances held by certain countries using the clear- 
ing-account system were larger in 1958 as the lack of 
equilibrium in reciprocal trade became increasingly ap- 
parent. This unfavourable evolution was partly attributable 
to a drop in wheat exports from Argentina to Brazil. If 
Argentina had been more successful in correlating its 
imports and exports, the imbalance in intra-regional pay- 
ments would have been to some extent reduced, but, at 
the same time, total inter-Latin American trade would 
have declined instead of remaining stationary. 


2. Compensatory financing of the balance of payments 
and international monetary liquidity 


In 1958, an increasing number of Latin American coun- 
tries were faced with the problem of how to undertake the 
financial compensation of their external deficits, and those 
which had already been confronted with it during the 
previous decade found that it had become more pressing. 
Generally speaking, the convertible currency countries relied 
mainly on their gold and dollar reserves to cover their 
deficits. As a result, Cuba’s and Mexico’s international 
holdings shrank considerably below their levels in previous 
years (see table 51). Venezuela’s reserves also fell ap- 
preciably, in both relative and absolute terms, but at the 
end of 1958 were still worth more than 7 months of 
imports. Venezuela’s gold and foreign exchange holdings 
had, in fact, reached a very high level in 1958 following 
a virtually uninterrupted succession of surpluses in its 
balance of payments during 1946-57. 

By contrast, nearly all the Latin American countries out- 
side the dollar area have had to make continuous calls on 
their reserves since the war. For this reason, short- or 
medium-term emergency credits are being used to cover 
an increasingly large proportion of these countries’ deficits. 
Argentina, Brazil and Chile had already asked for help 
from the International Monetary Fund in 1957. In 1958, 
the Fund reduced its credits considerably, partly because the 
net debts of several countries reached 50 or even 75 per 
cent of their respective quotas; in other words, they had 
passed the limits beyond which the Fund imposes in- 
creasingly strict conditions for its financial assistance. More- 
over, the resources on which the Fund can draw at will 
have recently shrunk to such an extent that it could no 
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Table 50 


LATIN AMERICA: SITUATION OF BILATERAL CLEARING ACCOUNTS IN SELECTED 
COUNTRIES AT THE END OF 1957 AND 1958" 


(Millions of dollars) 
a SP A FO RTO OT ES RE PT ES A SES RS I 


Argentina Brazil Chile Uruguay 

Country End of End of End of End of 
1957 1958 1957 1958 1957 1958 1957 1958 
Argentina . ae x x —8.1 +19.2 +7.7 +9.0 —6.6 — 48 
Brazile hes: heme eno ar —I9.2 2 x —0.6 —I1.2 —I.2 —19.7 
Chiléiwnak, alee 7 — 9.0 +0.6 + 1.2 x xX segs aye 
Oni gu aysne ae eet 020 + 4.8 +1.2 +19.7 ake sade x x 


Source: Data supplied by central banks and monetary authorities of the countries concerned. . 
4 The balances in each vertical column refer to the situation of the account held by the country heading the 
column with the country listed on the left-hand side of the table. 


longer grant such a large total of credits as, for instance, 
in, 1957.42 

While the volume of credit authorized by the Interna- 
tional Monetary Fund was less in 1958 than in 1957, 
the Eximbank increased its grants substantially. It allocated 
some 160 million dollars to Brazil, Chile and Colombia 
to enable them to amortize trade debts falling due or to 
finance essential imports for which they had no other 
means of payment. In 1957, the corresponding total was 
no more than 66 million, and in 1958 Brazil was able 
to cover 44 per cent of its balance-of-payments deficit by 
means of compensatory credits from the Eximbank. Further- 
more, the latter extended financing loans to Argentina and 
Peru in the amount of roo million and 40 million dollars 
respectively, which have not yet been used. 

In 1958, compensatory credits from private sources 
— particularly New York banks — also expanded ap- 
preciably, except with regard to Colombia, which repaid 


42 See International Monetary Fund, Exlargement of Fund Re- 
sources, Washington, D. C., December 1958, and a speech by 
Dr. Per Jacobsen on international liquidity, reproduced in the 
Federal Reserve Bank of New York, Monthly Review, December 
1958 (supplement). 


a large part of the heavy trade debts it had contracted 
earlier. This expansion of private credits meant a return 
to the method of coverage widely used before the Second 
World War, and is perhaps the most outstanding feature 
in 1958 as regards the financing of the external deficit. 
The main beneficiaries were Argentina, Brazil and Chile. 

Lastly, the balance-of-payments deficit for Latin America 
as a whole — excluding Venezuela — was financed to a 
greater extent than hitherto by various types of compen- 
satory credits. The proportion covered in this way rose 
from 42 per cent in 1957 to 53 per cent in 1958. Changes 
of this kind and on this scale in methods of financing the 
external deficit have undoubtedly helped to save the inter- 
national reserves of Latin American countries from total 
depletion. As can be seen in table 52, the percentage 
relationship between reserves and imports rose in some 
countries, and in others did not fall as it would have done 
had compensatory credits not been obtained. 

Nevertheless, the tendency for Latin America’s reserves 
to constitute an increasingly small share in the world total, 
already in evidence since the end of the war, became even 
stronger in 1958 (see table 53). The substantial remit- 
tances of gold and dollars (to the value of 3 400 million 


Table 51 


LATIN AMERICA: BALANCE-OF-PAYMENTS SITUATION AND VARIATIONS IN THE COMPENSATORY ACCOUNTS 
OF SELECTED COUNTRIES 


(Millions of dollars) 
SE ST ERE LES Es SE PE TT I ED EE TS TCA IL LO LET EY TD AEE EEE AI i NE TE ETO I OB EI EE CO 2 EE OTL SITE 


Balance-of-payments 


Situation Gold and foreign 


Compensatory accounts 


Goumry exchange reserves 
1957 1958 Ae pet SMO AA 
1957 1958 
Argentina —226 —213 — 70 —100 
Brazil . oe §Saer —270 136 — 21 
@olombiaewe | ne FI rns mee a 4+ 15 
Cuba? hi CC eC ES —— 9/5) — 74 a 48 == 74 
Gila 20s kos % — 85 ——a oD —— 36 ae 15 
Mexico? eee — 31 — 85 — 31 peat 85 
Rene ake ee. = 28 — II — 28 eT. 
Venezuela” . +495 —390 +495 =4T0 
Others . : — 64 — 34 == i — 29 
Latin America .  —II5 —984 +144 —690 
Latin America exclud- 
ing Venezuela —610 =Cy —351 —280 


International Eximbank Compensatory credits 
Monetary Fund compensatory from other oaiciala ana 
credits® creditsa private sources 

1957 1958 1957 1958 1957 1958 
— 75 = = — — 81 —II3 
— 38 —38 —100 — —III 
— sameee) 55 = 2E +110 +151 
— 13 — — _ — 12 _ 
— 19 —II —13 — 13 — 17 — 13 
a — _ _ — +20 
— 12 + 6 _- —— — 36 — II 
—=157 =58 —66 ==159 == 36 477 
ee Tee —66 eae Be aoe 


SA LS I NN USL SST TRUE FES SERA TE TE IIA EE RTS SLT SEE ET SE EE IE ESS SE SPE CC 


Sources: Official statistics; and International Monetary Fund, Balance of Payments Yearbook. Some of the figures for 1958 are estimates. 
a A minus sign against the compensatory credits means that Latin America received short-term loans of foreign capital to cover its deficit. In this way, it 
increased its debt or, in other words, reduced its net assets. A plus signifies that part or the whole of the external debt for compensatory credits was paid off. 


b Countries in the dollar area. 
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Table 52 


LATIN AMERICA: PERCENTAGE RELATION BETWEEN 
GOLD AND FOREIGN EXCHANGE RESERVES AND 
IMPORTS IN SELECTED COUNTRIES 


(Percentage of imports in the year concerned) 
LR RR SPE BE TEE BETS IS NE SEE BE IS EISEN 


Country 1957 1958 
MRS, 4 bo 6 6 6 aos 24 17 
BS azi eee) eae Va ea Gee 32 34 
Olombian. ..2) yeaa ee ae 28 38 
Cul 2 Renee mt? ee Aas 49 44 
REC cat. .. -a EE , ceehe 9 14 
BcuadOt ea in. sks Se 35 34 
esuatemiala sme > toe © 49 32 
BMCKICOMMEY oh | ee 37 32 
Rerumare esis Renee aie 2 7 8 
Byenezielay cco. «6 5. & baile Gia 63 


Se TER EY SPE RY PEP I SEE 


Sources: Official trade statistics; and International Monetary Fund, Interna- 
tional Financial Statistics. See also note® to table 53. 


dollars) effected by the United States in 1958 as a result 
of the disequilibrium in its external accounts went almost 
entirely to Western Europe, particularly the Federal Re- 
public of Germany and the United Kingdom. On the other 
hand, the reduction in Latin America’s reserves was not 
confined to its holdings of gold and dollars but involved 
other currencies as well. The fact that several European 
currencies have become convertible again since the end 
of 1958 therefore has no immediate advantages for a 
number of Latin American countries since their holdings 
of such currencies are almost as scanty as their dollar 
reserves.** 


“8 Moreover, the convertibility of sterling does not in actual 
fact herald important economic changes. Even for the Latin Amer- 
ican countries — except Argentina and Brazil — which do not 
form part of the dollar zone, such convertibility has existed in 
practice for more than three years in the Ziirich market and other 
local Latin American markets connected with it. Furthermore, the 
Paris Club for Argentina, and the Hague Club for Brazil, es- 
tablished a system by virtue of which the principal European 
currencies were convertible among themselves. This system was 
abolished when, in January 1959, wider convertibility was intro- 
duced in Western Europe. It is important to point out that Bra- 


However, any absolute or relative inadequacy in gold 
and convertible currency holdings may be partly remedied 
by compensatory credits, as demonstrated recently in the 
case of Latin America. In this respect, the role of the pri- 
vate banks may perhaps regain the considerable impor- 
tance it had achieved before the First World War. But it 
is equally essential for official international monetary co- 
operation to be strengthened so that any severe maladjust- 
ments in the world economy may be remedied, and tem- 
porary balance-of-payments disequilibria rectified more ef- 
fectively and with greater determination. 

The project to increase the resources at the disposal of 
the International Monetary Fund is thus extremely im- 
portant for Latin America.#4 By the end of November 
1958, the region’s gold and dollar holdings were appro- 
ximately 2300 million dollars, or only 1500 million if 
credits granted but not yet utilized are deducted. Since the 
Fund’s net assets in September 1956 amounted to 3 500 
million, it is clear that in a little over two years from that 
date, its commitments absorbed 65 per cent of the sum in 
question. Obviously, this must restrict its future activity. 
In accordance with the proposals made by the Executive 
Directors of the Fund to the Board of Governors, the 
member States’ quotas would increase by 50 per cent. This 
would mean a new and substantial inflow of foreign ex- 
change since the United States quota is already very large 
in absolute terms. The quotas payable by Canada, the Fed- 
eral Republic of Germany and Japan would show a pro- 
portionately larger increment, in view of the notable ex- 
pansion of their trade in the last decade. In the aggregate, 
the Fund’s gold and dollar holdings would rise from 
2 318 million to 4.628 million dollars, i.e., they would be 
doubled. Furthermore, reserves of other convertible cur- 


zilian demand for convertible European currencies tended to be 
relatively stronger in the first two months of 1959 than before 
when United States dollars and limited-convertibility dollars, utiliz- 
ed in transactions with various European countries, were obtained 
in two different markets. 

*4 This project was prepared in conformity with the decision 
taken in October 1958 by the Board of Governors at its thirteenth 
annual meeting and the process of ratification by the member 
States is under way. 


Table 53 


LATIN AMERICA: GROSS RESERVES OF GOLD AND FOREIGN EXCHANGE 
AND PERCENTAGE RELATION TO WORLD RESERVES* 


(Millions of dollars) 


a RT SE SE ES IS ER ST DE LAE EIDE ELE DEE LOE EE CLT CIS TEESE 


1948 1952 1956 1957 1958 


1928 1937 
A. World reserves . . . 13000 27 800 
B. Gross reserves in La- 
tin America including 
Venezuela ..... we 875 
C. Percentage relation 
BAS i meen, mes ya 
D. Gross reserves in La- 
tin America excluding 
Wenezuela\ yy eee I 639 816 


E. Percentage relation 12.6 2.9 


52 850 53 800 53 800 62 755 


64 220° 


2943 2985 3 675 3 810 3 120° 


5:5 55 6.0 5.9 4.8 


2557 2557 2 736 2 360 2 080? 


4.9 4-7 4.5 3.5 3.2 


SS, I EE I SE PE SE LE BEE SE TR IEE I EE AIELLO CN NPL AD CELA ELIT EATS 
Source: International Monetary Fund, International Financial Statistics. 


a Figures in this table refer to gross assets in gold 


foreign exchange and exclude liabilities, which are 


difficult to calculate and in many countries are negligible. The Latin American and world totals are 
calculated from the sum of each country’s gross reserves. See the definitions for each country in International 


Financial Statistics. 
> Partly ECLA estimates. 
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rencies, from which credits have already been granted to 
member States in the last ten years, — Belgian francs, 
Canadian dollars, German marks, Dutch guilders and 
pounds sterling — would climb from the equivalent of 
2 386 million dollars to 3 591 million, which is tantamount 
to a 50-per-cent increment. Total holdings would be 
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14 325 million dollars as against some 9 200 million at. 


present.*° 


San . A notcn ; | 
* International monetary liquidity could also be increased by | 


raising the price of gold in terms of dollars. Gold-producing 
countries have been requesting such a measure for years, but the 
United States has opposed it on the grounds that it might have 
inflationary effects inside and outside its economy. 


Annex 


PRELIMINARY NOTES ON LATIN AMERICAN TRADE WITH THE COUNTRIES WITH 
CENTRALLY PLANNED ECONOMIES: 


I, EVOLUTION OF TRADE DURING 1954-58 


1. Main characteristics of current trade relations 


The average annual volume of Latin America’s trade with 
the countries with centrally planned economies in the pe- 
riod 1954-58 in absolute figures reached levels much higher 
than those registered during the pre-war and post-war pe- 
riods. As can be seen from table I, the sharp rise in the 
value of exports and imports was a sudden occurrence. 
Between 1953 and 1955 the value of Latin America’s ex- 
ports rose by 141 million dollars and that of its imports by 
129 million dollars. Since then, they have fluctuated from 
year to year but have not attained the record level of 1955. 
In. the first half of 1958, there was noticeable decline in 
trade as compared with the figures for both halves of 1957, 
owing mainly to the contraction in the trade with Argen- 
tina. In the second half of 1958, however, to judge by the 
qualitative information available, there appears to have been 
a measure of recovery, thanks to the increase in Argentine 
imports and to Uruguay’s increased sales of wool.? 

This expansion does not mean that Latin America’s 
trade with that group of countries has ceased to be — 
what it is in fact — on a very small scale. Indeed it 


* In order to avoid repeating the lengthy expression “trade with 
the countries with centrally planned economies” reference will 
henceforward be made to “trade with that group of countries” 
or simply “‘this trade’, when referring to trade with these coun- 
tries as a whole. (China (mainland) has practically no trade rela- 
tions with Latin America, and, apart from a few instances, is not 
included in this annex.) 

* See Centro de Estudios Monetarios Latinoamericano, Boletin 
quincenal, 5 November 1958; The New York Times (international 
edition) of 3 December 1958; and Bank of London and South 
America, Fortnightly Review, 3 Januaty 1959. 


still constitutes such a small proportion of Latin America’s 
total trade that it may be considered marginal. The pro- 
portion was 0.5 per cent in 1953 and did not rise beyond 
I.5 per cent in the period 1955-57. It may be noted, too, 
that during the latter years that group of countries’ trade 
with the other underdeveloped areas expanded more rap- 
idly than did its trade with Latin America. Between 1953- 
54 and 1956-57 its trade with Africa and the Middle 
East rose by 189 per cent, as compared with a mere 23 
per cent in the case of Latin America (the figure for Asia 
was 226 per cent). This increase, however, was accounted 
for mainly by a sudden expansion of trade with a few 
selected countries, such as the United Arab Republic, India, 
Indonesia and Afghanistan. 

From the point of view of Latin America as a whole, 
another feature limiting the extent of the increase register- 
ed in this trade was its great geographical concentration 
(see table II). To take, for example, the year 1956, for 
which there are complete data, the exports of four coun- 
tries — Argentina, Brazil, Cuba and Uruguay — made up 
95 per cent of the total, those of Argentina and Brazil 
being by far the largest. With regard to Uruguay, whose 
sales are small in absolute values, its exports to this group 
of countries in 1957 constituted 6 per cent of its total 
currency earnings on the goods account, and in 1958 the 
proportion must have been a good deal higher. 

With regard to Latin American imports from that group 
of countries, the concentration of the trade in a few re- 
publics is even more marked, for in 1956 three of them 
absorbed 91 per cent of the total purchased from the 


group. 


Table I 


LATIN AMERICA: TRADE WITH THE SOVIET UNION, EASTERN EUROPE?* 
AND CHINA (MAINLAND) 


(Millions of dollars at current prices) 


Imports 

Year Eastern 
Total» Europe 

1938 . 25 21 
1948 . 39 36 
1953 - 31 30 
1955 . 160 119 
1956 . 133 sqele) 
1957 . 65 60 


Soviet 
Union 


Exports 

Eastern Soviet 

Total» Europe Union 
20) 19 I 
98 80 12 
38 25 12 
179 IOI 73 
109 IS 32 
118 57 58 


SF SE SS ES A NE TB EEE ELLIE EDGED 


Sources: Statistics after 1948 are taken from unpublished tabulations prepared by the United States Department 
of Commerce and are based on official Latin American sources. Statistics for 1948 are from The Strategic 
Trade Control System 1948-1956, Ninth Report to Congress by the Director, ICA, 28 June 1957. Imports 


are cif and exports 
Albania, Bulgaria, i 
> Including China (mainland). 


c) 


ob. f 
De ae Nora: Hungary, Poland and Rumania. 
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Table II 


LATIN AMERICA: FERCENTAGE DISTRIBUTION OF TRADE WITH THE SOVIET 
UNION, EASTERN EUROPE AND CHINA (MAINLAND), BY COUNTRIES 


———— 


1938 1948 


(1) Imports 


Argentina . 
Brazil 
Colombia . 
Cuba . 
Chile. . 
Ecuador. . 
Haiti . 
Mexico . 
Uruguay 
Venezuela . 
Other. . 


Latin America . 


elect trose hl INKS 
non | wl we 


Leal 
° 
° 
val 
° 
° 


(2) Exports 


Argentina . 

Brazil 

Colombia . 
Guba 
Chillers 
Ecuador. . 

Haiti . 

Mexico . Uy cpa sae. 
Wruguaysee eee 
Venezuela. ... . 
Other ts Se 51% 


Latin America. . . 100 


Velase til. eit bal cx es 
ws 
° 


[e) Lal Le) 
Or vee repete [oul foo 


Leal 


1953 1955 1956 1957 
49 69 45 57 
32 24 35 337/ 

4 I I 2 
2 it 2 4 
— I 2 — 
4 I 2 4 
2 2 8 8 
5) I 2 6 
2 — 2 2 

100 100 100 100 
63.4 45.9 38.3 20.1 
29.4 26.0 36.1 33.4 

0.3 0.2 — == 
0.5 0.7 0.7 0.1 
93.33 20.9 14.3 35.5 
= — — Te2. 
0.9 0.3 1.5 0.8 
3.2 5:9 7:3 8.8 
= — 0.2 0.1 
—_— O.1 0.6 == 
100 100 100 100 


Source: See table II. 


The distribution of the trade with Latin America among 
that group of countries is less uneven. In 1956, the USSR 
supplied 23 per cent of the group’s exports to and received 
28 per cent of the group’s imports from Latin America. 
The remainder was divided among the various Eastern 
European republics, Czechoslovakia and Poland clearly pre- 
ponderating. 

The composition of trade by commodities is moderately 
varied (see table III). Among Latin American exports the 
main items are agricultural raw materials and foodstuffs, 
although the structure of sales has varied considerably from 
year to year. Both in Argentina and in Uruguay, hides and 
skins and wools occupy first place; in 1956-57 they constt- 
tuted approximately 73 per cent of the total for Argentina 
and 81 per cent for Uruguay. Other commodities exported 
by the River Plate countries are meat and oilseeds. In recent 
years Argentina has also exported certain quantities of 
chemical products to the USSR, but its wheat exports to 
Eastern Europe have been very irregular. Of Brazil’s ex- 
ports, which have up to now been shipped mainly to Eastern 
Europe, coffee accounted for 50 per cent in 1956-57. The 
proportion of other commodities, such as cotton, hides and 
skins and oilseeds, has varied from year to year but has 
continued to be sizable. Surprisingly enough, Brazil has 
exported not only primary commodities but also industrial 
products — iron and steel (4 million dollars in 1957) 
and footwear. These were no doubt products which were 
a surplus on the domestic market as a result of the present 
structure of Brazil's industry and consumption. Cuba’s ex- 
ports have undergone wide fluctuations and have consisted 
mostly of sugar shipped practically entirely to the USSR. 

To turn now to the composition of Latin American im- 
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ports, it may be seen that they vary much less at different 
times and in the different Latin American republics than is 
the case with exports. The main category imported by Latin 
America from that group of countries is manufactured 
goods. Among them, the most important items are ma- 


chinery — constituting 21 and 20 per cent in Argentina 
and Brazil respectively of their total imports from that 
source — and transport and communications equipment. 


Iron and steel, similarly, form a high percentage of the 
total imports of Argentina, Brazil and Uruguay. In ad- 
dition, Argentina imported large quantities of coal from 
Poland and a certain quantity of petroleum from the USSR. 
The other products form a small proportion of the total. 


2. Factors in the recent evolution of this trade 


There are factors which can be attributed to current con- 
ditions and to recent changes both in that group of coun- 
tries and in Latin America, which account for the develop- 
ment of this trade in recent years. It would seem correct 
to say, however, that the countries under discussion, for 
reasons of their own, took the initiative. The obstacles 
which have prevented an even greater expansion of trade 
are to be found on both sides. 

Up to and including 1952, the USSR had always shown 
little interest in expanding its trade with the less developed 
areas. Its foreign trade was confined almost entirely to 
the exportation of raw materials and importation of in- 
dustrial machinery. The less ng ae countries were con- 
sidered by it as marginal sources of supply for certain raw 
materials and the purchases made in them were covered 
indirectly by the product of the USSR’s sales to the in- 


Table Iii 


ARGENTINA AND BRAZIL: COMPOSITION OF TRADE 
WITH_THE SOVIET UNION, EASTERN EUROPE AND 
CHINA (MAINLAND), BY COMMODITIES 


(Percentage of total trade) 
SS TE SEE WY NS LT YE DSCNS IT PRA S 


Exports from 


Commodity 
1953 1956 195) 
Argentina 
Meat terse oe en ee Io 9 8 
Dairy products; as ane en 24 2 _- 
Gerealst ©, eit ees wa I Be) I 
IWOOIUNES rhe ake ee, WET TCL. Io 7 37 
Oilseeds, fats and oils . . . . 7 — I 
Hidessanduskinsiem a) fsa: 38 64 41 
Chemicals: er Ne ma a. coms 8 8 II 
Miscellaneous x: 2 — I 
otal eet, et he ES OO 100 100 
Brazil 

Coftees aye aaa. BE Eo: 56 54 44 
Tron and steel . eis Phe II 4 Il 
Oilseeds, fats and oils . .. . —- 3 I5 
icessand skins... 2 5 6 « 22 II 8 
Miextile:tibres™n.o .0 2) ee 2 27 19 
iMyscellaneous® 2) 3): tp. wt; 9 4 3 
otal ais Soe. ee ede 00 100 100 


Imports into 


Commodity —_-- 
1953 1956 1957 
Argentina 
GoalRand @cokesa.) a> ee 9) 2 19 
Petroleum and products. . . . — 3 — 
Crude minerals, cement, ferti- 

NiZetS as ‘ — 5 — 
Iron and steel . — 37 19 
Forest products Lz 15 _ 
Paper. ‘ , — 2 4 
Chemicals . 4 m6 I I 5 
Glass and pottery . 9 I — 
INfAChiNer Via tes ose. es 30 I2 29 
Transport and communications 

equipment, I7 21 14 
Miscellaneous 4 I IO 

Total. 100 100 100 
Brazil 
(CIRSAIISE poe ao Ai tees ua cee in 31 7 IO 
Crude minerals, cement, ferti- 

lizers . : 27 18 a 
Textile fibres — 2 3 
Iron and steel . St ee os — 16 33 
Chemicals =e ia R 16 IO 
iMachinety eset ete ee 28 22 18 
Transport and communications 

equipmen tig aie 8 54 ese We 3 8 Wi 
iIMiscellancousi sary eee ces 8 II 12 
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Source: See table I. 


dustrialized western countries. Moreover, after the end of 
the Second World War, the external trade of the Eastern 
European countries was largely diverted to the USSR. 
This situation altered in 1953 as a result, primarily, of 
the changes in the USSR’s policy. To this must be added the 
influence in the direction of an increase in foreign trade of 
(a) the greater stress laid on increasing the consumption of 
the population in the countries with centrally planned 
economies, and (b) the fact that, for a more or less tem- 


porary period, certain natural resources covered the growing 
domestic requirements of those countries only to a lesser 
extent or at a higher cost than formerly.* As regards the 
imports of the USSR, some of them were intended to make 
up for a small or temporary shortage in the domestic pro- 
duction of basic consumer goods. In 1956 and 1957, for 
instance, cane-sugar was imported because there were poor 
sugar-beet harvests in Eastern Europe. Total imports of cot- 
ton and meat represented a tiny fraction of domestic pro- 
duction. In contrast, in other cases, purchases in Latin 
America and elsewhere covered a large proportion of the 
total needs of the economies of that group of countries — 
as regards commodities such as hides, and skins and wools 
for instance — or met almost all consumer requirements, 
as in the case of certain tropical or subtropical foodstuffs, 
especially coffee and cacao. In the matter of exports, one of 
the objectives was to obtain currency or credit on bilateral 
accounts in order to pay for imports. Another was to sell 
the production surpluses which are more or less permanent 
in certain sectors of those economies. It appears, for ins- 
tance, from the course of events at present that petroleum 
production in the USSR is leaving an exportable surplus. 

The economic motives which prompted various Latin 
American republics to increase their trade with that group 
of countries are evident. After the boom resulting from 
the Korean hostilities the traditional markets for certain 
primary commodities began to weaken and, as time went 
on, the difficulties besetting Latin America’s export trade 
became more generalized and more acute. In addition, as 
recent experience has shown, the lack of an adequate de- 
mand for many primary commodities was attributable not 
only to the cyclic decline in economic activity in the main 
industrial centres of the West but also to longer-term and 
worldwide tendencies. That being so, it is obvious that any 
opportunity which was offered of selling part of their ex- 
portable surpluses on new markets was attractive to the 
Latin American republics concerned. The attraction may 
have been enhanced by the fact that in exchange they could 
obtain some of the fuels and capital goods they required. 

Yet, despite these reasons and motives, trade between 
Latin America and that group of countries has not attained 
any great volume in the last five years. Indeed its expansion 
has been held back by various adverse factors, foremost 
among them being the high degree of self-sufficiency of 
the USSR. In 1956, the Soviet Union imported only an 
estimated 2 per cent of its gross national product, and the 
greater part of its imports came from the other countries 
in the group. The economies of the Eastern European coun- 
tries are traditionally directed more towards the outer 
world, but at present there is a very close trade inter- 
dependence among various countries with centrally planned 
economies. Again, certain Latin American commodities are 
not among those normally consumed by Soviet citizens. 

In Latin America itself, private importers have at times 
been disinclined to purchase large quantities of products 
from the Soviet Union because of insufficient acceptance 
in the market. Some of these products have also had non- 
traditional features or specifications and this has made them 
difficult to resell on domestic markets.* 


8 The increased cost was due to the declining yield from certain 
large deposits which had long been under exploitation. 

* All this apparently explains in part why trade between Argen- 
tina and that group of countries declined in 1956-57, when the 
Argentine Trade Promotion Institute (Instituto Argentino de Pro- 
mocién del Intercambio) — a State trading body — was abolished. 
Since, under the Paris Club agreement — and also under the 
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Finally, although this preliminary examination does not 
in any way claim to offer an exhaustive list of the factors 
involved, it should be pointed out that trade between the 
Latin American republics and that group of countries has 
been affected by the absence of traditional trade relations and 
by the difficulty of co-ordinating the payments effected 
with international resources. It has been necessary for the 
parties interested in this trade to enter into special nego- 
tiations and conclude ad hoc agreements on trade and pay- 
ments generally favoured by the USSR. 


3. Trade and payments system 


The signing of bilateral trade and payments compensation 
agreements has, in the great majority of cases, constituted 
the first step towards the establishment of Latin American 
trade relations with the countries with centrally planned 
economies.® Such agreements began to become fairly general 
from 1953 onwards and their number has increased since 
then, even though they lack the advantages of multilateral 
trade. 

The trade negotiations between the interested parties 
have at times taken place outside normal diplomatic chan- 
nels. Sometimes, as in the case of Brazil and Hungary, 
the method used has been that of agreements between the 
central banks, which do not vary substantially from those 
signed between Governments; in other cases — such as 
those of Chile and Eastern Germany — private barter 
arrangements have been made. 

In general, payments agreements establish the amount 
of the swing credits, that is, the maximum limits of the 
exportable — or importable — surpluses allowable in 
normal trading operations. Apart from swing credits, vari- 


Hague Club agreement in the case of Brazil — no discrimination 
whatever could be exercised against imports from Western Europe, 
there were no direct means whereby private importers could be 
induced to purchase products from the countries with centrally 
planned economies. 

° The most notable exception is that of Cuba, which in fact 
belongs to the convertible-currency zone, and whose favourable 
economic position in 1956-57 strengthened its trading position so 
that it was able to receive dollars in payment for its exports of 
sugar to the USSR. (Payments between the latter and Uruguay 
are also made in convertible currencies.) 


ous agreements provide for the deferred payment of pur- 
chases of capital goods from that group of countries. It 
appears that only part of the credits thus allowed have 
been used up to now. In any event, the total amount of 
the authorizations granted to Latin America represent a 
small proportion of the total of loans extended to a select- 
ed group of countries, especially the United Arab Republic, 
India and Indonesia. 

In a number of cases, a total value is laid down for the 
trade in question and a list is drawn up of the commodities 
to be included in this trade, but such clauses do not usually 
constitute strict obligations which are binding on the con- 
tracting parties, especially as in Latin America a high pro- 
portion of external trade depends on private entreprise. 

The prices envisaged for primary commodities in the 
bilateral agreements are supposed to be those prevailing on 
the international market. The Latin American countries 
might, therefore, be able to maximize their export earn- 
ings since they could raise the volume of their sales with- 
out any subsequent decline in their unit values, but there 
is no clear cut evidence that Latin America can take ad- 
vantage of this possibility. For instance, it is difficult to say 
whether machinery from the centrally planned economies 
is cheap or dear, since its quality and specifications vary 
greatly. It is difficult, too, to reach general conclusions 
about export prices, not only because of the great variety 
of situations prevailing in the matter of the different pri- 
mary commodities, but also because it is impossible to iso- 
late a trade operation from the institutional conditions in 
which it was effected or from the complex of factors, some- 
times conflicting, which formed the background to it. 

In 1958, there was great business activity between Ar- 
gentina and that group of countries. Argentina signed an 
agreement with Poland for the purchase of machinery and 
coal against deliveries of quebracho, hides and skins, wools 
and linseed oil. New bilateral agreements have likewise 
been signed for the regulation of trade with Eastern Ger- 
many, Bulgaria and Romania. Finally, the USSR has offer- 
ed to sell Argentina, partly to cover its deficit balance with 
that country, petroleum equipment worth roo million dol- 
lars as well as one million tons of petroleum. During 
1958, an Argentine mission which travelled through that 


Table IV 


LATIN AMERICA: MEANS OF FAYMENT BETWEEN SELECTED COUNTRIES AND THE 
COUNTRIES WITH CENTRALLY PLANNED ECONOMIES AT THE END OF 1958 


Bulgaria Gere ee Poland Hungary Romania USSR 
Argentina . G Gg G C (E C C 
Brazil t C C C G G t 
Colombia . : + B B B bi ¢ t 
Chiley ara ste eee t C G B t t t 
Mexico . : t (Se t t t t t 
Uruguay © G C C GC Cc e 


RR ETRE EIR NOT BRE CET GSE EO ETE II TO TS EE EL TIE ES ST SET ET SESE, 


Source: International Monetary Fund, 9th Annual Report on Exchange Restrictions, Washington, D. C., 
F 


March 1958, and subsequent information from the 
a Optional. 


und. 


> Payments are effected through de facto compensation account. 


SYMBOLS: 
C— Compensation account. 
B — Private compensation and barter. 
T — Convertible currencies. 
# — Not part of any system. 


Nore: Latin American countries without treaties are not mentioned and Albania and China (mainland) are 
also omitted for the same reason, The absence of a treaty does not mean that there is no trade financed 


with convertible currencies. 
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group of countries negotiated various specific contracts 
under these new agreements. 

In 1958, Brazil and the USSR endeavoured to reach an 
agreement on a barter operation which might have started 
trade operations of some magnitude, namely, 200 000 tons 
of Soviet petroleum against 5 million dollars’ worth of 
Brazilian cacao.* Unofficial information indicates, however, 
that for the time being the actual barter consisted of 60 000 


® Trade transactions between Brazil and various countries in ‘that 
group were carried out through a third country, especially Western 
Germany or Finland. (Chile has to a certain extent been using this 
indirect trading method.) Unofficial information indicates, how- 
ever, that these negotiations were abandoned early in 1959. 


tons of petroleum for 900000 dollars’ woth of cacao. 

Finally, during 1958 negotiations were initiated between 
individual countries in that group and certain Latin Amer- 
ican republics whose trade with the former had hitherto 
been extremely slight. Mention may be made in particular 
of Colombia, which now has clearing-account agreements 
with Czechoslovakia and Eastern Germany and an agree- 
ment with Poland for private compensation and_ barter 
transactions. 

To sum up, at the end of 1958 there were 19 bilateral 
agreements in force (see table IV). In addition, in three 
cases, a de facto compensation payments system was in 
existence and various barter operations were under way. 


II. OUTLOOK 


The development of this trade in the years to come depends 
to a large extent on political factors the future develop- 
ment of which is extremely uncertain. It is possible that 
trade ties between the West and the East may become closer 
if political conditions do not halt the natural — and up 
to now growing — tendency towards greater economic 
interchange. 

Given favourable political conditions, the development of 
trade between Latin America and that group of countries 
might be determined to a greater extent by the degree of 
complementarity of their respective economies. In general, 
the Latin American countries have large exportable sur- 
pluses of primary commodities — or could, in many ins- 
tances, increase their production of them without great 
difficulty — whereas they suffer from a great shortage of 
certain intermediate products and of many capital goods. 
In this context, the future of their trade with the countries 
with centrally planned economies largely depends on the 
answers to the following three questions: (a) to what 
extent is the effective demand of that area for Latin Amer- 
ican raw materials and foodstuffs likely to grow and to 
what extent will it be reflected in the area’s import po- 
licies? (b) to what extent can the countries with centrally 
planned economies make exportable surpluses of products 
in demand in Latin America available in reasonably com- 
petitive conditions? and (c) are the countries in that group 
in a position to grant Latin America loans on a scale suf- 
ficient to stimulate such exports ? 


1. Brief preliminary review of the possible market for 
Latin American commodities 


The rapid increase of production in the USSR makes it 
possible, should the Government wish to do so, to export 
a fairly large volume of goods and thereby to finance addi- 
tional imports. Apart from meeting the requirements of 
industry, this would make it feasible to satisfy the effective 
demand of an expanding population for certain consumer 
goods and foodstuffs. 

In order to consider the prospects which this market may 
offer Latin America in the near future, it is useful to dis- 
tinguish three main categories of commodities: temperate 
zone products, tropical products and minerals. wer 

In the first category, wheat is one of the USSR’s principal 
export items. In 1957, Soviet sales amounted to 5.5 million 
tons as against Argentina’s 2.7 million tons. These USSR 
exports serve to cover a very high proportion of the deficit 
of the Eastern European countries as a whole — a deficit 


which appears unlikely to grow if the plans for expansion 
of production in the various countries are carried out. But 
in the past, bad weather conditions have at times resulted in 
a decline in the total production of that group. In 1955, for 
example, Poland, Czechoslovakia and Eastern Germany 
purchased two million tons of wheat from sources other 
than the USSR. It may be said that, unless abnormal cir- 
cumstances occur, the import needs of that area as regards 
wheat will tend at the best to be marginal. 

Soviet imports of meat may expand if account is taken 
of stated priority objectives according to which consump- 
tion is to be increased considerably. In 1955, Argentina’s 
sales to the USSR represented only about 1.6 per cent of 
that country’s own production, but it is possible that the 
proportion of imports may rise appreciably.’ 

The same may be said of wool, imports of which into 
that region have increased greatly in recent years. The fact 
that Latin America is not the USSR’s only source of supply 
would appear of itself to indicate that there is a fairly 
large select in domestic production. On the other hand, 
the possibility should not be excluded that Soviet output 
of competitive synthetic fibres may affect this outlook. 

The situation is different as regards tropical products, 
since, in many instances, the domestic supply in that group 
of countries depends entirely on imports. Imports of coffee 
have up to now been slight since the population of the 
USSR has been accustomed to drinking tea. Furthermore, 
consumption in Eastern Europe has been restricted by the 
purchasing power of the mass of the population and by the 
imposition of high taxes. Imports of cacao have, for like 
reasons, been low. Nevertheless, in all the countries with 
centrally planned economies, an increase is taking place in 
personal incomes and the income-elasticity of the demand 
for non-staple foodstuffs is very high. Although available 
information is not conclusive, it appears that if in some 
Eastern European countries — particularly Czechoslovakia, 
Eastern Germany, Poland and Hungary — a liberal policy 
concerning coffee imports were adopted and if the propor- 
tion of the personal income spent on this commodity were 
to approach that current in Western Europe, coffee imports 
into Eastern Europe would contribute to an easing of the 
world coffee problem. All things being equal, the outlook 
for cacao will probably be similar to or even better than 
that for coffee. 

The long-term prospects for Latin American sugar ex- 


* The export capacity of Argentina and Uruguay may also be 
expected to increase in the foreseeable future. 
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ports to the centrally planned economies are doubtful since 
the USSR, Czechoslovakia and Poland are traditional beet- 
sugar exporters, as is recognized in the International Sugar 
Agreement. Cotton prospects do not appear to be favour- 
able, at least in the near future. The United Arab Republic 
is at present supplying that group of countries with large 
quantities of long-staple cotton — better quality cotton, 
that is, than that exported by Brazil. The latter is thus 
likely to continue to be a marginal supplier only, especially 
as its exportable surpluses seem unlikely to expand further. 

Among the minerals, market possibilities are confined 
to a few items only. The countries of that area are net 
exporters of lead, zinc and manganese, and this puts them 
in a position to compete with the various Latin American 
republics. In addition, mainland China’s production of tin 
supplements that of the USSR so that it was possible recent- 
ly to sell considerable quantities of tin from this source on 
the London market. 

On the other hand, the USSR, Poland and Czechoslovakia 
import a certain quantity of copper (62 000 tons in 1955). 
At the present time the USSR’s output is by far the most 
important source of supply. However, in view of the 
importance of copper in the production of electricity and 
of durable consumer goods, it is likely that the plans for 
industrialization and for the improvement of the standard 
of living in the USSR will be reflected in an increase in 
total consumption which may, in turn, make it necessary 
to import copper. 


2. Exports from the centrally planned economies 
needed by Latin America 


The countries with centrally planned economies taken as 
a whole are net exporters of petroleum, like Latin America 
as a whole. But the latter region owes this position entirely 
to Venezuela’s huge sales, which are effected against con- 
vertible currencies. Consequently, so long as there is a 
shortage of such currencies it might be expected that Ar- 
gentina and Brazil, the region’s leading importers, would 
meet part of their requirements through parallel trade with 
the USSR and Romania. Argentina has already made con- 
siderable purchases in the past, while in Brazil’s case it 
would seem that certain difficulties connected with the 
specifications of the fuel produced in the Soviet Union 
have been overcome, which would mean that the barter 
transaction mentioned above could be carried out. 

The USSR has now developed its industry on a scale 
large enough to enable it to expand its exports of manu- 
factured goods. It should be emphasized, however, that 
hitherto the Soviet Union’s sales of machinery to Latin 
America have been extremely small in relation to the 
region’s total purchases. In 1957 the Soviet Union supplied 
675 000 dollars’ worth of machinery and equipment in a 
total of 3 000 million dollars’ worth of these goods import- 
ed by Latin America during that year. In several cases, 
moreover, deliveries have been tardy or erratic, and specifi- 
cations have not always given complete satisfaction to the 
Latin American consumers. 

The USSR is a net importer of capital goods,® but there 


8 See Economic Survey of Europe in 1957, pp. VI-13 and VI-14. 

® From the stress laid by the USSR on the maintenance of a 
rapid rate of economic growth during the next decade, an increase 
may be judged likely to take place in its purchases of capital 
goods from the industrialized countries of Western Europe and 
even from the United States. 
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are branches of this industry in which the volume of pro-. 
duction is sufficient to permit an expansion of exports. A, 
case in point is that of certain kinds of light machinery: 
— for the textile industry, for example — and petroleum) 
drilling equipment. 

However, the capacity of the centrally planned economies, 
as a group, to export capital goods derives mainly from 
the contribution of the four industrial countries of Eastern: 
Europe —Eastern Germany, Czechoslovakia, Hungary and 
Poland — which are traditionally net exporters of ma- 
chinery and equipment. Moreover, their sales under this 
head are much more diversified than those of the USSR. 
There is a substantial and growing demand for these four 
countries’ availabilities of capital goods on the part of the 
USSR itself and, in particular, China (mainland); but it 
also seems that if the producer countries concerned are 
increasing their imports from other parts of the world, 
exports of machinery and equipment may play an increas- 
ing role to safeguard the balance in their bilateral accounts 
or to earn foreign exchange in free trade. Any change in 
their import policy is bound to be accompanied by a te- 
distribution of their resources between domestic uses and 
exports. 


3. Loans to underdeveloped areas 


According to the most recent of the available data, loans 
granted for development purposes by the centrally planned 
economies as a whole — including China (mainland) — 
to underdeveloped countries in other parts of the world 
(including Yugoslavia) totalled 1569 million dollars as 
at 1 February 1958.1 Of this total, which was concentrated 
in a relatively small number of countries, — particularly 
the United Arab Republic, India, Indonesia and Afgha- 
nistan — Latin America had received only 8 million dollars. 
Credits for military purposes, on the other hand, represent- 
ed a total sum of 388 million, of which the Middle East 
reaped almost the entire benefit. 

To judge from isolated data, the number of credits 
granted by the group of countries in question continued 
to increase in 1958. One of the beneficiaries was Argen- 
tina, which contracted for a t1oo-million-dollar line of 
credit for the financing of future imports of petroleum 
equipment. 

In reality, at least up to 1957, trade operations between 
the Latin American republics and the centrally planned 
economies had shown, in the great majority of cases, a 
positive balance in favour of the former. The explanation 
lies partly in the fact that it takes less time for Govern- 
ment agencies to place an order for standard primary 
commodities than to gain a new market for a diversified 
range of manufactured goods. In any event, for several 
years Latin America had to finance an excess of exports 
over imports, and at a time when it was suffering from 
an increasingly serious shortage of capital. 

The situation described may change if orders and de- 
liveries of capital goods from the centrally planned eco- 
nomies of Latin America are intensified. The latter may 
then need loans to cover a possible trade-balance deficit 


10 Mention may also be made of existence of a technical assist- 
ance programme in the USSR. For the moment it has been con- 
centrated mainly in Asia, and up to now no technical assistance 
from this source has been requested by Latin America. 

*1 By conversion of the credit of 400 million roubles at the 
rate of 4 roubles to the dollar. 


and/or to finance purchases of machinery and of complete 
industrial plants. 

The following are the terms on which development 
credits are generally granted by the economies under discus- 
sion. The rate of interest is 2.5 per cent; the amortization 
petiod covers about 7 years; and the creditor is prepared 
to accept commodities of the debtor country as means of 
reimbursement. The quantity of the latter is not usually 
fixed in advance and their value is generally calculated at 
world market prices. 

It seems that external investment currently absorbs a 
very small proportion of the annual total gross product 


of the USSR and the other countries of Eastern Europe. 
Its share might perhaps be estimated at less than 0.5 per 
cent,” if their financial operations within their own area 
are excluded. A fairly ample margin would therefore re- 
main for expansion of the external loans granted by the 
centrally planned economies, and, clearly, would gradually 
become still wider if income continued to rise at the same 
rate as in the recent past. 


**On the basis of statistics published by the Committee for 
Economic Development in The New Role of the Soviet in the 
World Economy, and by the National Planning Association in 
Communist Economic Strategy, Washington, D. C. 1959. 
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PART II 


THE INTERNAL SITUATION IN LATIN AMERICA 


Chapter I 


THE INTERNAL DEVELOPMENT OF LATIN AMERICA 


I. THE RATE OF GROWTH IN 1958 


1. Product, income, consumption and investment 


[he growth of the gross product slowed down somewhat 
during 1958, although there was still an increase of about 
3 i cent as compared with almost 5 per cent the year 
defore. In absolute terms, the total gross product reached 
2 figure of more than 67 000 million dollars at 1955 prices, 
the highest level reached till then. As the population grew 
simultaneously at the rate of about 2.5 per cent, the per 
capita product registered a slight increase. As a result of 
this and of the further deterioration in the terms of trade, 
gross per capita income was stationary in 1958. Over the 
last three years, it rose as a whole by only 2 per cent. 

The average volume of goods and services available per 
inhabitant in Latin America in 1958, was scarcely more 
than one per cent above the 1957 figure, whereas the in- 
crease in 1957 was in the neighbourhood of 4 per cent. 
This was due to the change in the balance of payments 
from positive in 1956, with a balance of 1100 million 
dollars at 1955 prices, to negative in 1957 with a deficit 
of 200 million. As a result of this situation, the external 
sector in 1957 showed an increase over 1956 of more than 
r 300 million dollars worth of goods and services available 
for domestic consumption. In 1958, too, there was an 
excess of imports over exports but the increase in goods 
and services over 1957 was equivalent to only 500 million 
dollars. 

As a result of this greater availability of goods and ser- 
vices, both consumption and gross investment showed a 
further rise in 1958, although it was moderate in absolute 
ferms. Expressed in per capita terms, consumption expanded 
more than investment. 

Nevertheless, the figures for Venezuela have been pre- 
eminent in determining the foregoing statistics. Both Ve- 
nezuela’s gross product and income recorded substantial in- 
crements in 1957, whereas they decreased by more than 
2 per cent in 1958. Hence, if Venezuela is excluded from 
the total for Latin America, the per capita gross product is 
seen to have increased approximately 1 per cent and gross 
income on a somewhat smaller scale. 

Much the same occurred in the case of consumption and 
investment, since, although investment in Venezuela’s pe- 
troleum industry shrank in 1958, the balance between 
imports and exports led to a substantial increase in the 
amount of goods and services available, especially for 
consumption. If Venezuela is again excluded from the re- 
gional total, per capita availabilities for goods and services 
remain at the same level as in the preceding year, in com- 
mon with consumption and gross per capita investment. 

The increase in the gross product of Latin America (ex- 
luding Venezuela) reflected diverse increments in different 
sectors. There was a change in the movements of each 
sector compared to the previous year, particularly in the 
cases of agriculture and industry. The 1957 increase in the 


gross product was due mainly to increased agricultural out- 
put which, in view of its large share in Latin America’s 
economy (between 30 and 4o per cent), naturally had a 
greater influence than the other sectors. It should be noted 
that the production of Brazilian coffee was largely re- 
sponsible for this increase. Industrial output, on the other 
hand, showed only a moderate increase in 1957, certainly 
smaller than that of the previous year. Industrial stagnation, 
particularly in Argentina and Brazil, had much to do with 
this. In 1958, however, as weather conditions were no 
better than in the previous year, agricultural output in- 
creased less markedly, while the manufacturing sector re- 
sumed the intensive increase of earlier years thanks, almost 
exclusively, to the dynamic sectors, as will be seen later. 
Mining output appears to have increased slightly, but it 
should be noted that even petroleum production was affect- 
ed that year. In the energy and transport sectors, which 
in many countries impede economic development, there 
were only slight improvements, although there are many 
long-term plans for overcoming their backwardness. 

The different ways in which the product developed in 
each sector were reflected in characteristics which varied 
from one country to the other producing separate growth 
rates for the various gross national products. For example, 
Argentina’s per capita product remained at the same level 
as the year before, and the stagnation in the national 
economy observed in earlier years was again confirmed in 
1958. In Brazil, although the increase was under that of 
1957, it nevertheless continued at the high rate of 3 per 
cent. This figure is the highest recorded among the coun- 
tries for which information is available and stands in con- 
trast to the stagnation of the year before. The advance in 
the agricultural sector, although substantial, was only half 
that of the year before. Chile, on the other hand, register- 
ed a decline in its per capita gross product, as in the two 
previous years, owing mainly to the contraction in the in- 
dustrial sector. In Peru, for the third year in succession, the 
gross product increased only as much as the population. 
Mexico maintained the same rate of growth as in the two 
previous years, while in Cuba, the per capita product, which 
had increased considerably in 1956 and 1957, suffered a 
sharp setback. 


2. Determining factors in aggregate demand 


Taken as a whole, the four factors determining the demand 
for national production appear in 1958 to have had an 
expansionist influence on some of the Latin American coun- 
tries. Foreign demand (in domestic monetary units), in- 
vestment, public expenditure and personal expenditure on 
the consumption of national goods and services? all reached 


* Total production of national goods and services, less production 
of capital goods less exports of goods and services = consump- 
tion of national goods and services. 
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figures higher than or equal to those of the previous year. 

As regards the external sector, in 1958 there was a 
decline in international prices, while the volume of exports 
remained virtually the same, with the result that foreign 
demand was some 600 million dollars less. But domestic 
policy in a number of countries (varying in form but con- 
sisting principally of the devaluation of the export exchange 
rate, export bonuses and schemes for the purchase of ex- 
portable surpluses) succeeded in offsetting these unfavour- 
able effects. In fact, as the result of the devaluations, ex- 
ports, measured in domestic monetary units, reached a value 
higher than in the previous year. In other words, the income 
in national currency from the export sectors increased in 
some countries and, with it, purchasing power. In this way, 
the domestic repercussions of the fall in foreign currency 
earnings, which would ordinarily have meant a contraction 
of total demand, were wholly neutralized. 

Measures were taken, principally in Argentina, Brazil, 
Mexico and Uruguay, to counterbalance the decline in in- 
ternational prices and, in some cases, in the volume of ex- 
ports, by helping to maintain or increase internal purchas- 
ing power in the export sector. However, when the policy 
adopted consisted in raising the exchange rate for exports 
— in Argentina and Uruguay, for example — the need for 
a similar increase in the rate for imports neutralized either 
totally or partially the expansionist effects of such a devalua- 
tion on the internal economy as a whole. In any case, the 
result was a sectoral redistribution of internal income. Co- 
lombia kept its compensatory policy in force during the 
first quarter of the year, but later replaced it by a new 
system of marketing coffee and financing stocks. The for- 
mer’s neutralizing influence was felt until about mid-1958 
after which internal coffee prices fell parallel to world mar- 
ket prices for this commodity. Earnings over the whole 
year, however, appear to have surpassed their 1957 level, 
in spite of a drop in their dollar value. 

It is clear that, in the absence of any counterpart in real 
foreign currency earnings, this internal neutralization of 
the effects of international economic development meant, 
for some of the countries referred to, greater pressure on 
their balance of payments. It resulted, in some cases, in a 
rise in aggregate demand, and in others in the maintenance 
of demand at the same level, meanwhile the capacity to 
import declined or remained the same. Accordingly, the 
balance of payments had at times to bear additional pres- 
sures as a result of the behaviour of domestic demand. 

The current expenditures of the Latin American Govern- 
ments remained, practically without exception, at high le- 
vels, causing, in many cases, large deficits. These deficits 
added to the expansionist effect of the other internal factors. 
Often the use of bank credits by the Government caused 
an expansion of the monetary supply and greater liquidity 
in the banking system, which to a certain degree nullified 
the effect of the restrictive credit policies applied to the 
commercial banks in some countries. This was the case, for 
instance, in Argentina, Brazil, Chile, Cuba and Peru. 

Total gross investment — including public investment — 
rather exceeded the very high level of 1957 despite its 
decline in Venezuela. Of course, at current values, the 
figure was much higher than in the previous year. Again, 
the investment coefficient — for available goods and serv- 
ices — was as high as, or higher than, that of 1957. Apart 
from the general stimulus resulting from the increase in 
nominal demand, there were certain specific factors which 
helped bring about a rise in investment, among them (a) 


(4 


the import substitution process, and (b) official plans 
for the development of other basic sectors. _ 

The substitution of national production for imports went 
ahead vigorously in 1958. In the more advanced Latin 
American countries which have almost exhausted substitu- 
tion possibilities as regards current consumer goods, the 
emphasis has been placed in recent years on the replace- 
ment of durable consumer goods, intermediate goods and 
certain lines of capital goods. In addition to its direct effect 
on investments, the substitution process also influences in 
turn the level of demand for national products. Ultimately 
it means that part of the demand formerly directed abroad 
is transferred to the domestic economy. In other words, all 
other things being equal, it causes a rise in the demand for 
national output. Argentina, Brazil, Colombia and Mexico 
seem to be the countries in which this process of replacing 
durable consumer goods, intermediate goods and capital 
goods was most intensive in 1958. In the countries where 
the production of such goods has barely begun, substitution 
has taken place mainly for current consumer goods, espe- 
cially foodstuffs.” 

Official programmes for the development of basic sectors 
were also actively continued in 1958. The most striking of 
these are perhaps those of Argentina, Brazil and Mexico. 
All in all, for the region as a whole, the high ratio of 
investment to output in 1958 constituted an expansionist 
factor. 

Consumer demand, which is determined primarily by in- 
come level, also showed a tendency to expand. But the 
competition between the public and private sectors in many 
countries to secure a larger share of resources — compe- 
tition which is stimulated generally by the banking system 
— combined with other factors to produce inflationary trends 
in some countries, which tended to drain off this rise in 
consumer demand through price increases. In any event, the 
consumption level in 1958 rose in absolute terms in Latin 
America as a whole. 


3. The inflationary process 


In those Latin American countries (Argentina, Brazil, Chile 
and Uruguay) which were already suffering from price in- 
flation in earlier years, inflation accelerated during 1958. 
Others (Honduras, Mexico, Peru and Venezuela) where 
there had previously been a relative stability in prices, wit- 
nessed in 1958 some signs of disequilibrium, although they 
were not very marked, so far as can be judged from the 
official cost of living indices. In Colombia, after the second 
quarter, when economic policy was no longer neutralizing 
the effects of the decline in coffee prices, the cost-of-living 
index became stabilized (see table 54). 

Any description of the characteristics of the inflationary 
process in Latin America must take the peculiarities of sup- 
ply in the various countries into account. There is, in fact, 
a relative rigidity of domestic supply, deriving mainly from 
the general backwardness of some of the basic sectors, the 
shortage of certain factors in their characteristic situation of 
underemployment, and the meagreness of their capacity to 
import compared to their great needs for food, taw ma- 
terials and capital goods. Furthermore, agricultural supply 
has been determined for some years by weather conditions 
rather than by increases in cultivated areas or technological 
improvements. Again, agricultural supply constitutes a large 


2 See further on, in section II, a description of the principal 
industrial projects carried out in 1958. 


Table 54 


LATIN AMERICA: EVOLUTION OF THE COST OF LIVING 


(1953=100) 
SST TE EES 1 SITES SE SET SAT) SEE TES: ARAN OT ASI IEEE FEED BO SE ASW SLES IT TE LSE SP TIT TERY OILS S ELIGIBLE EA EIT LTE 
December 1958 
Country 
1955 1956 1957 March June September December 
Argentina Sr oe oe 145 183 183 212 235 275 
Brazil 3 2 2 148 189 216 224 232 242 265 
Colombia. . . . 109 Ti; 144 148 155 153 155 
CostaRicay =n = 109 108 IIl 112 113 I12 II4 
Gubaiss ike Se ses 97 95 97 IOI 100 IOI ots 
394 543 636 696 746 791 843 
Eeuados,. 0-0: 102 102 104 105 103, 103 103 
Guatemala. . . . 105 I05 104 102 108 105 105 
Honduras. . . . 108 107 105 109 ro I12 110 
Mexico ae ees 129 126 144 148 149 Ist 155 
Nicaragua... . 133 I12 II3 116 125 II9 116 
Ranama (oe 99 99 99 98 99 99 99 
Raraguaye.. ..- 162 190 218 228 219 222 226 
INSU = tees kin ete eed 119 128 132 134 138 139 
Dominican Repu- 
DICE Pe aire e 97 98 105 99 103 100 100 
Wir cuay aes ee | 128 136 I61 166 172 180 193 
Venezuela es a LOO IOI 102 IOI 104 105 104 


Sources: International Monetary Fund, International Financial Statistics; and official statistics. 


proportion of total supply. As a result of all this, the re- 
sponse of aggregate supply to changes in demand is not as 
flexible in Latin America as it is in the developed coun- 
tries. Within this relative inelasticity of over-all supply, 
there are also still more pronounced rigidities in certain 
sectors and in the supply of certain specific commodities, 
which make this a structural problem. 

Usually, rapid increases in per capita income, producing 
heavier demand for certain goods, come up against these 
rigidities, and the prices of these goods rise. Should these 
price rises tend to be concentrated on raw materials and 
capital goods, they soon spread to the rest of the economy 
through higher costs. If, on the other hand, they occur in 
final consumer goods and services, they do not become 
general. Foodstuffs and other staple consumer goods, how- 
ever, constitute a special case. For example, in Latin Amer- 
ica, food represents on an average some 50 to 6o per cent 
of the wage-earners’ family budget. Any increase in food 
ptices means a rise in the cost of living, and this usually 
prompts demands for increases in wages and hence in over- 
all costs of production. If these wage increases do not result 
— and this is usually the case — in a permanent re- 
distribution of income in favour of the wage-earning sector, 
the net effect is that prices rise more, proportionately, 
than the increase in labour costs. In other words, a return 
to the original distribution of income leads to an increase 
in profits and generates the cost-price spiral. 

In Argentina, Brazil, Peru and other countries there was, 
in 1958, inflationary pressure resulting from an excess of 
total demand. In the three countries mentioned, it arose 
principally from the competition which developed between 
the public and private sectors in securing for themselves a 
larger share of the resources available. Much of this com- 
petition was usually due to the banking system, which made 
monetary resources available to finance the fiscal deficit and 
also private investment, in both fixed and liquid assets. This 
was so in spite of the credit restrictions which various 
monetary authorities tried periodically to impose. Some part 
was also played in this pressure by the measures adopted 


to neutralize the effect of the fall in foreign currency income 
from abroad which were dealt with earlier.’ 

In general it may be said that the monetary policies of 
the different Latin American countries facilitated the de- 
velopment of inflationary factors owing to their looseness. 
Mention has already been made of the way in which these 
policies helped cover fiscal deficits and at the same time 
facilitated private investment. They also helped to finance 
rises in costs, and so enabled price increases to be trans- 
ferred from one sector to another and to be spread through- 
out the economy as a whole. 

Atlhough control of the monetary mechanism varies from 
one Latin American country to another, certain develop- 
ments were common to nearly all countries of the region. 
For example, in the countries for which information is 
available, with the exception of Costa Rica and Nicaragua, 
where an increase in monetary reserves was recorded, the 
external sector acted as a contracting factor in monetary 
supply. But the financing of deficits in the public sector 
by banks with rights of currency issue more than neutral- 
ized this contraction. This is what happened in Argentina, 
Brazil, Colombia, Chile, Cuba, Honduras, Nicaragua, Peru 
and other countries. In Chile, the slight increase in reserves 
was accompanied by a great increase in the loans made to 
the Government by the Banco Central. Only in Costa Rica, 
Ecuador, Mexico and Uruguay did the public sector not 
tend to increase the money supply. 

Taking both factors into account — movements in re- 
serves and changes in the loans made to the Government 
by the Central Bank — it can be seen that, owing to the 
predominance of the latter, there was a primary monetary 
expansion in almost all the Latin American countries (see 
table 55, column C). Only in Costa Rica, was this primary 
expansion due exclusively to increases in international mon- 
etary reserves. 

The growth of the means of payment in the private 
sector was greater than the increases in the supply of money 


5 See 2 above. 
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Table 55 
LATIN AMERICA: PRIMARY EXPANSION OF THE MONEY SUPPLY AND CHANGES 


IN BANKING AVAILABILITIES, DECEMBER 1957-SEPTEMBER 


1958" 


———— 


Cee Primary Changes Central Poe be 
Monetary eee eee ae esa an 
cae SAGAS Dives i ae of Ts os Be lihts 
4 ste 
nents (A+B) payment banks (CLBLE) 
(A) (B) (D) (E) (F) 
Argentina? — 4 + 10 + 6 + 15 — 085 _ 9 
Bolivia” eee. + 43 “penne so) = + 44 
Brazil . — aps + —9 + 53 ar — ~40 
Colombia . — 18 — 57° — 75 +389 —103 — 567 
Costa Rica . + 26 — 3 + 23 — 2 — 39 — 14 
Cuba — 31 + 26 — 5 + 48 + 1 — 5§2 
Chile ap. OS ap 2d ap OS + 41 — 3 — _19 
Ecuador — 40 — 48 — 88 + 1 + 19 — 70 
El Salvador . _ 6 + 2 _ 4 — 29 — 17 + 8 
Guatemala — 19 + 3 — 16 — 8 + 4 = 4 
Honduras. — It + 13 + 2 —*Or4. — 0.5 + 2 
Nicaragua + 10 + 25 + 35 — 8 — 40 + 3 
Paraguay . — 106 + 34 — 72 +211 + 15 — 268 
Peru’. a ELS +303 + 190 +503 +246 — 67 
Dominican Repu- 
blic . ' ooo 2 + 4 ao 2 + 6 — 12 — 16 
Uruguay . — 443 925 — 468 + 96 + 33 = eB) 
Venezuela —-I 150 —_ —I150 + 17 — 72 —I 239 
Source: International Monetary Fund, International Financial Statistics. 


a Millions of monetary units of each country. 
b Thousands of millions of monetary units. 


¢ Including a loan by the National Federation of Coffee Growers (Federacién Nacional de Cafeteros) to finance 


coffee stocks. 


through changes in reserves and loans to the Government. 
This expansion in the means of payment was due to a 
decrease in the amount of cash available to the banking 
system. At all events, in the first six months of 1958 Ar- 
gentina, Brazil, Chile, Colombia, Cuba, the Dominican 
Republic, Ecuador, Guatemala, Paraguay, Peru, Uruguay 
and Venezuela, showed a reduction in the cash in the bank- 
ing system (see again table 55, column F),* This reveals 
the increased part bank credit played in the private sector 
in many of these countries and the extreme flexibility of 
the system for financing the operations of that sector. 

Bearing in mind the changes in the liquidity of the bank- 
ing system, it can be clearly seen from table 56, from the 
relationship between the minimum cash holdings of the com- 
mercial banks and demand deposits, that there was a decline 
in liquidity in Argentina, Brazil, Cuba, the Dominican 
Republic, Ecuador, Guatemala, Paraguay and Uruguay. In 
other countries where the expansion of the primary mon- 
etary supply was less than that of the means of payments, 
the liquidity of the system was aided by changes in the 
legislation applying to minimum cash holdings. 

As regards pressures in various sectors arising from the 
imbalance between supply and demand, it is certain that it 
affected the inflationary spirals in Argentina, Brazil, Chile, 
Colombia and Uruguay, among others. The causes have 
usually been the backwardness in the basic sectors charac- 
teristic of almost all these countries, and the relative in- 
adequacy of imports. On the other hand, in countries like 
Cuba, Mexico, Peru and Venezuela, to a certain extent, and 
certain Central American countries, there was practically no 
trace of this type of pressure — except for a certain back- 
wardness in some basic sectors — and this provided a 


* Changes in the primary monetary supply less changes in the 
means of payment of the private sector. 
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moderating influence on forces which might have had an 
expansionist effect. In fact, thanks to the fluidity of their 
imports, these countries have been able to adapt the struc- 
ture of supply to that of demand for goods — capital, in- 
termediate and consumer. While goods can be imported in 
sufficient quantities, as happened in 1958, these two struc- 
tures can continue to match each other. 


Table 56 


LATIN AMERICA: CASH HOLDINGS IN COMMERCIAL 
BANKS, 1958 


(Percentages) 


Ratio of cash holdings to deposits® 


Country 


Deere March June September December 

Argentina 52 54 50 54 44 
Brazil?. 29 24 23 23 26 
Colombia. 18 23 25 28 23 
Costa Rica . 31 29 26 28 32 
Cuba . 44 41 43 45 40 
Chile. . 21 20 20 22 21 
Ecuador . . 52 46 48 46 47 
El Salvador. 32 32 34 35 36 
Guatemala . 55 55 51 44 47 
Honduras 32 31 35 36 37 
Mexico 34 33 34 35 34° 
Nicaragua 21 21 25 20 23 
Paraguay . 59 52 52 55 48 
Peru. oe eho ene 36 42 45 
Dominican Re- 


public . 
Uruguay . 
Venezuela 


55 
44 


Source: See table 55. 

a Demand deposits only. 

> Including the commercial section of the Banco do Brasil. 
¢ November. 


In 1958, there were, too, in many countries, rises in costs 
resulting mainly from exchange devaluations and wage in- 
creases. In Argentina, Brazil, Chile, Colombia, Peru and 
Uruguay, countries in which there was a rise in the ex- 
change rate of foreign currencies, there were increases in the 
internal prices of imports. In addition, however, in Ar- 
gentina and Uruguay principally, the upward movement of 
the exchange rates applicable to exports resulted in sub- 
stantial rises in the cost of living, as a result of the fact 
that their sales abroad consisted almost exclusively of 
foodstuffs (e.g. meat) and raw materials, such as wools, 
skins and hides, which enter into the production of articles 
of common consumption. It is common knowledge that an 
exchange devaluation causes a rise in the internal price of 
exports. 

Another element in the price of supply — wages — also 
moved upwards in many countries. In Argentina and Chile 
this increase was general. In other countries, such as Brazil 
and Uruguay, although it was partial — by individual 
branches of activity or trade association — it eventually 
became fairly similar in character. In Brazil, towards the 
end of 1958, general wage rises began to occur. In three 
of the four countries mentioned (Argentina, Brazil, and 
Uruguay) these rises were in part responsible for the ac- 
celeration of the inflationary process observed in the course 
of 1958. 


4. Stabilization policies 


The rapid increase in prices observed in 1958 and earlier 
in some Latin American countries led to the adoption of 
measures to check this trend. Argentina, Bolivia, Brazil, 
Chile and others introduced such stabilization measures either 
sporadically or in a more complete and permanent way. 
The greatest emphasis appears to have been laid on those 
intended primarily to affect demand, in an attempt to re- 
strain its expansion, although other measures were also taken 
on the supply side. Those in the first category were chiefly 
concerned with bank credits exchange rates, public income 
and expenditure policy and wages. In nearly every case, 
however, either because their application was incomplete or 
because social and economic events in the above-mentioned 
countries overtook them, such measures did not succeed in 
wholly fulfilling their main purpose. 

In 1956, a change took place in the anti-inflationary pol- 
icy adopted by Bolivia.® This policy was maintained during 
1958 along its original lines, but prices continued to move 
gradually upwards. 

Brazil has made repeated attempts to control the rise in 
prices, and during 1957 and 1958 adopted a policy that 
was partly restrictive in nature and included some monetary 
and budgetary measures, at the same time trying to strength- 
en demand in the coffee sector in the hope of maintain- 
ing it thereafter at a higher level.6 Nevertheless, prices 
climbed more swiftly than in 1957. 

The anti-inflationary policy introduced in Chile towards 
the end of 1955 and beginning of 1956 was maintained 
without any major changes during 1958.7 Meanwhile, prices 
continued to edge upwards as in 1956 and 1957, although 
much less rapidly than in 1955. 


> See the Economic Survey of Latin America, 1956 (E/CN.12/ 
427/Rev.1), pp. 12 ef seq. 


Lastly, Argentina, which had applied a more or less 
restrictive policy during 1957 and early 1958, began to 
adopt an expansionist policy with regard to wage increases, 
credit and the budget deficit. This remained in force until 
the end of 1958, when radical action was taken to curb 
expansionist forces. The full effects of this action began 
to make thmeselves felt in 1959.8 

The measures taken with regard to total monetary de- 
mand in particular were accompanied by restrictions on the 
supply side. One of the most decisive factors in maintaining 
inflationary pressures was the rigidity of supply as a whole 
which seems to have been largely the result of sectoral 
bottlenecks in virtually all the Latin American countries. 
Steps taken to remedy these bottlenecks influence total sup- 
plies and the supply structure, thereby easing basic in- 
flationary pressures. It has recently been possible to observe 
a widespread tendency to eliminate bottlenecks in the Latin 
American countries, by developing the basic sectors of the 
economy and increasing production of capital goods, semi- 
finished goods and foodstuffs, which play a major part in 
the formation of such bottlenecks. 

Attempts have therefore been made in Brazil, Colombia, 
Mexico and, to a certain extent, in Peru, among other coun- 
tries, to stimulate the production of foodstuffs with the 
aim of narrowing or closing the gap between production 
and consumption. Wheat is a good example of this. Im- 
portant projects have also been prepared and carried out 
in connexion with the production of essentials such as 
iron and steel, petroleum, chemical products, etc., in order 
to reduce and later eliminate shortages. Progress has like- 
wise been made as regards electric energy. Argentina, Brazil, 
Chile and Mexico are among the countries which, in one 
way or another, are doing their best to eliminate bottle- 
necks.® 

It should be noted at this juncture that the measures 
designed to ease sectoral bottlenecks are applied virtually 
for the sole purpose of promoting the attainment of certain 
partial economic development targets, although they are of 
fundamental importance for solving the problem of inflation. 
Moreover, such measures are positive in that they provide 
the internal economy with a sound and stable basis, free- 
ing the basic sectors of activity to a greater or lesser degree 
from the fluctuations to which external income is liable. 
They are also long-term measures which will allow such 
problems to be solved only in the more or less immediate 
future. On the other hand, the measures applied to demand 
are inclined to be of a short-term nature, even though they 
can be maintained for longer periods. In a few individual 
cases, where they have been too abruptly applied, they have 
also contributed, together with other factors, to a decline 
in economic activity and the creation of unemployment. 
Prices, although moving upwards less briskly, have not yet 
done so to any noticeable extent, since they receive continual 
impetus from the basic inflationary pressures that persist 
in the internal economy. 


® See Part Two, chapter II, section on Brazil, and the Economic 
survey of Latin America 1957, op. cit., Part Two, chapter II, 
pp. 131 ef seq. 

7 See Part Two, chapter II, section on Chile, and the Economic 
survey of Latin America 1957, op. cit., Part Two, chapter VI, 
especially section V, pp. 208 et seq. 

8 See Part Two, chapter II, section on Argentina. 

® This aspect will be dealt with at greater length in section II 
of this chapter. 
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Il. OUTPUT SECTORS 


1. Agricultural sector 


Agricultural production in Latin America in 1957/58 grew 
by some 4 per cent in comparison with the previous year, 
representing higher per capita production of 1 to 2 per cent 
(see table 57). In general it may be said that 1957/58 
was a good agricultural year for Latin America since 
in almost all countries output figures were higher than in 
1956/57. 

This was largely due to the good weather prevailing in 
most countries and to the tendency to introduce improved 
techniques in various sectors of agriculture, especially crops 
for export. 

Among the main problems besetting agriculture during 
the past year was the steady fall in prices on the interna- 
tional market for the most important agricultural com- 
modities. This is very important to the over-all economy 
of the region, since agricultural commodities form the basis 
of most Latin American countries’ foreign trade.1° 

The price deterioration is being accentuated by the ten- 
dency of long-term international trade in agricultural com- 
modities to stagnate. This stagnation has had little effect 
on certain types of crops or production, but a great deal on 
temperate-zone commodities, particularly meat and cereals 
or, in other words, those that may be produced economi- 
cally and fairly easily in the principal industrialized coun- 
tries. Conversely, commodities that are mainly tropical in 
origin, and cannot be grown economically in these countries 
or replaced by natural or synthetic substitutes, are apparent- 
ly gaining in volume and price on the world market. But 
the relatively exceptional position of some Latin American 
crops which led to an increase in their production has been 
changing lately, particularly in the last two years. 

In fact, in 1957 and 1958, there were increases in the 
quotations for meat and cacao only, whereas the prices of 
wheat, maize, linseed oil, coffee, bananas and cotton fell; 
wool and sugar prices dropped in 1958 only. 

These negative circumstances did not cause a decline in 
production. In 1957/58, and for the second year in succes- 
sion, the greater part of the agricultural increase occurred 
in the production of items intended for export. In 1956/57, 
this output expanded by some 15 per cent and in 1957/58 
by 5 per cent more. But the production of local consumer 
goods expanded by only 4 per cent in each of the two 
years. 

This apparent contradiction is attributable to two main 
reasons. Firstly, a large portion of the increased exportable 
output was accounted for by more bountiful coffee and 
cotton harvests.1? In the case of coffee it was due to the 
entry into production, especially in Brazil, of extensive 
plantations established six years before in response to the 
high prices coffee was fetching at that time. As regards 
cotton, the steady growth was the result of expansion in 
Mexico and the Central American countries, where cotton 
is cultivated with great efficiency which places it in a 
favourable competitive price position, and also of the fact 


7° In 1952-55 they represented, on an annual average, 63 per 
cent of the total value of Latin American exports, and 61 per 
cent of the quantum at 1955 prices. 

** For more details on prices and exports, see Part One, 
chapter II. 

12 Nevertheless, the increase in production did not mean a 
larger export volume. 
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that the Latin American countries are marginal exporters} 
and did not therefore encounter insuperable difficulties in) 
finding markets for their surpluses. / 

The second reason derives from the internal policy: 
adopted by some Latin American countries to offset the 
effect of these negative factors and thereby maintain pro- 
duction and employment levels. Whether by devaluation} 
of the export exchange rate, a reduction in taxes on external | 
sales, or governmental purchase and storage of exportable} 
surpluses, the impact of the drop in world market prices} 
was successfully cushioned. Although external demand has} 
not so far been such as to constitute a real brake on 
agricultural development, it has undoubtedly been instru- | 
mental in substantially lowering foreign exchange earnings || 
and making it difficult to dispose of exportable surpluses. || 
In order to solve the problem of disposal, at least partial- | 
ly, international agreements were concluded to regularize | 
supplies. | 

It should be pointed out that unfavourable international | 
prices provoked a distinctly positive reaction among the | 
Latin American countries, many of which have redoubled | 
their efforts to reduce costs by raising productivity through | 
more advanced techniques in the agricultural sector. | 

If the results of the last agricultural year are analyzed | 
from the point of view of the composition of production, 
it can be seen that the improvement noted in the quantum 
of agricultural production was due to the crop sector alone. 
In fact the quantum of such goods was 5 per cent higher 
than in 1956/57, and 27 per cent higher than in the first 


+ 
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Table 57 


LATIN AMERICA: QUANTUM OF CROP AND LIVESTOCK | 
PRODUCTION 


(1949/50 = 100) 


1955/56 1956/57 1957/58 | 
Total crop and livestock 
NAUGHT & 0 ee 5 0G 118 128 133 
Repecapiia te as Us 102 108 IIo 
Total crop production . . 119 131 eA) 
Rer-capiian.. nae see: 104 IIo 113 
Total livestock production II4 118 118 
Retacapita tere tina a 99 99 97 
Cerealstie. oe serene er 128 140 138 
Roots and tubers’. . . II5 ipa? I2I 
Dried =pulses®: 95 23 = II7 119 127 
Oilseed* Ane Ai) ate 103 119 131 
SACCDALOSE? conse cul 112 130 138 
EU brie seid ORCA oc 135 136 136 
Meat® spi eID Arner es II5 II9 II9 
Sottedtinksiai ee: 104 135 151 
Ribrestoptishss fn. orscosis 123 127 138 
Miscellaneous) . . . . 119 106 124 


5 EE HSE RE VT ST AREY EA EY FHI UA TNS SSS 


Sources: Official statistics: and ECLA estimates. 

® Including wheat, maize, rice, oats, barley and rye. 

> Including potatoes, manioc and sweet potatoes. 

¢ Including string beans, chick-peas, broad beans, lentils and peas. 
4 Including sesame, cotton seed, sunflower seed, linseed oil, peanuts, castor- 
oil and tung. 

Including sugar and panela. 

Including bananas and pineapples. 

Including cattle, sheep and pigs. 

Including coffee, cacao, tea and mate. 

Including greasy wool, cotton, sisal and abaca. 

Including fresh and dried red peppers, tomatoes, tobacco and wine. 
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five years of the ‘fifties. Thus, in 1957/58, the tendency 
already observed in Latin America towards a more acceler- 
ated growth in the crop than in the livestock sector was 
accentuated. During 1950/54, livestock production remain- 
ed stationary and a change began to occur only in the 
following three years (1955 to 1957). Yet, the change 
was more apparent than real because the growth in live- 
stock production was attributable to Argentina where 
slaughtering involved a high rate of herd depletion.1% In 
1958, the headway apparently made was lost and produc- 
tion did not vary in relation to the year before. 

In relation to population changes the situation just de- 
scribed implies that, whereas in the past year the per capita 
output of farm aS rose 10 per cent in relation to 
1950/54, that of livestock products improved by only 3 
per cent. 

The meat-exporting countries — Argentina and Uruguay 
— were largely responsible for the situation outlined, for 
their production has been developing very irregularly. In 
the other countries, by contrast, livestock production has 
developed more slowly but more steadily. These facts, 
combined with the rapid increase in Latin American de- 
mand for livestock products, led to increasing extra-regional 
imports at the same time as extra-regional exports mark- 
edly declined.1* This tendency of livestock production to 
expand proportionately less in relation to crop production 
appears to be characteristic of agricultural development in 
recent years and affects not only the Latin American countries 
but almost all the economically less developed countries. In 
contrast with this tendency, in the more developed coun- 
tries it has been livestock production which has grown 
proportionately more.*® 

In 1957/58 there were changes of some importance in 
the pattern of agricultural output. The production of bread- 
grains — wheat and rye — was 14 per cent lower, owing 
to poorer harvests in Argentina and Mexico. On the other 
hand, maize and oats showed a 15 per cent increase, due 
primarily to good weather in Argentina as a result of 
which there was a good maize harvest. 

Sugar production again reached unprecedented levels with 
an output of 1 335 000 tons (6 per cent above 1956/57). 
Special mention should be made of the extraordinary in- 
crease in coffee production. With a total volume of 
2774 000 tons (17 per cent above 1956/67), the harvest 
was the largest ever recorded in Latin America. Most of the 
coffee-producing countries expanded their output, but 
the most spectacular change was in Brazil in whose 1957/ 
58 harvest the results of the plantings carried out in 1949 
with the incentive of the steady rise in prices of that period 
were very apparent.’®. ; . 

The production of fibres (wool, cotton, sisal and abaca), 
also registered increases. 


(a) Wheat 


Wheat production in Latin America in 1957/58 was 13 
per cent less than in 1956/57 (see table 58). With the 
exception of Chile, which had an urprecedented harvest, 
the output of all the other countries was smaller. The 


18 See Part Two, chapter II, section on Argentina. | 

14 See Economic survey of Latin America 1957, op cit., special 
study on trade in agricultural commodities in Latin America, pp. 
241 ef Seq. } : 

15 See FAO, State of food and agriculture in 1958. 

16 See Part Two, chapter II, section on Brazil. 


Table 58 


LATIN AMERICA: WHEAT PRODUCTION 
(Thousands of tons) 


Country 1955/56 1956/57 1957/5848 
Exporters 
IATSentina sae aan 5 250 7 100 5 810 
Wrusuay pea ae 876 589 598 
‘Lotte Mie es 6126 7 689 6 408 
Traditional importers 
Brazil See Oe 
Chile." Seen 855 781 500 
MexiCOsg a0 ee et ee I 040 988 I 214 
Others!=9 2 oe I 243 1377: I 200 
Totala nt nes 314 312 341 
Grand total, Latin Ame- 3 452 3 458 3255 
110A te ri 9578 II 147 9 663 


Sources: Official statistics. 
* Provisional estimates. 7 
> Central America, Colombia, Ecuador, Paraguay, Peru and Venezuela. 


Uruguayan harvest, although slightly larger was far below 
the levels reached in earlier years. 

The results of the recent harvest were largely due to bad 
weather which either reduced the area under seed or lower- 
ed yields. In Argentina, where the area sown was only 11 
per cent less, production dropped 18 per cent below its 
level of the preceding year. In Brazil, 1.2 million hectares 
were cultivated which is one of the largest areas ever re- 
corded. A bumper harvest might well have been expected, 
tentatively estimated at over 1 million tons which would 
have exceeded all previous figures, but the advent of bad 
weather when cultivation was already well-advanced wrought 
havoc among the crops and the harvest did not amount to 
more than 500000 tons. Mexico also failed to maintain 
its output at the high level reached in 1956/57, although 
it sufficed to cover domestic consumption requirements. The 
contraction was caused by a cut in the crop area to prevent 
the accumulation of surpluses that would then have been 
difficult to sell abroad. In any case, including the carry-over 
from the previous harvest, Mexico has exportable surpluses 
of approximately 400 000 tons for sale or storage until the 
next harvest. Production in Colombia topped its low level 
of the previous season by 18 per cent. Deficiencies in the 
marketing of domestic cereals have been for some time 
partly responsible for discouraging crop expansion. The 
higher figures registered in 1957/58 may, however, be an 
indication that the period of decline will soon be over. 

Chile was the exception in this not very encouraging pic- 
ture. Owing primarily to the unusually clement weather, 
there was an unprecedented harvest which was 23 per cent 
larger than that of 1956/57 and reduced Chile’s wheat 
deficit to a mere 100 000 tons. 

As a result of the facts described above Latin America’s 
exportable surpluses of wheat fell off considerably. In Ar- 
gentina and Uruguay, the two countries which usually con- 
tribute to international wheat supply, the surplus from the 
1957/58 season was about 2.5 million tons as compared 
with 3.9 million the year before. 


(b) Sugar 


In 1957/58 the perce of Latin America as a pro- 
ducer and exporter of sugar became more noticeable. At 
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13.2 million tons its production reached a new and un- 
precedented level, 10 per cent above that of the previous 
year and 150 per cent above the annual average for the 
pre-war years. In addition, in various countries such as Bo- 
livia, Brazil, Chile, Honduras and Mexico, further invest- 
ments were made in the industry in order to expand its pro- 
ductive capacity. 

Cuba, the world’s leading producer and exporter of sugar, 
produced 2 per cent more than in the season before (see 
table 59). But present prospects appear to be somewhat 
discouraging owing to Cuba’s political situation in 1958. 

Brazil, the second largest producer in the area, continued 
expanding its production, and harvest of the year under 
review was about 12 per cent above that of the year before 
and 122 per cent above that of 1949/50. 

Mexico forged ahead with its investment programme for 
the technical improvement of sugat-cane growing and the 
expansion and modernization of the production process with 
very satisfactory results which again enabled it to reach an 
unprecedented output level, 51 per cent above that of the 
year before. 

Argentina, too, harvested more sugar than ever before in 
its history, 52 per cent more than in the previous year. 

Colombia is one of the few sugar-producing countries 
where output is not encouraging. Whether because of rather 
poor weather or because of a price policy which seems to 
have discouraged production, the fact remains that the total 
output of processed sugar has been dwindling slowly over 
the last three years. Yet a slight recovery was noticeable in 
1957/58. It is worth while noting that, while output has 
lagged, domestic consumption has risen steadily. 

Chile continued the expansion of its sugar industry, 
which is based on the cultivation and processing of sugar- 
beet. In 1957/58, a second plant entered into operation, 
raising the installed production capacity to 40000 tons, 
and the construction of another with a capacity of 20 000 
tons was begun. Output was 30 per cent above that of the 
year before. 


Table 59 


LATIN AMERICA: SUGAR PRODUCTION 
(Thousands of tons) 


Country 1955/56 1956/57 1957/582 
Traditional exporters 
Brazilememmer ae, Sake) 2eTLS 2561 2 880 
Guba aewceen pees 47.40 5 578 5 781 
(Peringwiees Penna i Phone 718 840 850 
Dominican Republic . 753 806 730 
Ml Otalaal rete 5 ced 8 324 9 785 IO 241 
Traditional importers or 
Sporadic exporters 
ANATNGY SSG Bo 728 657 I O14 
Colombian gr) a 241 215 232 
Wenlezticlawn: sms 198 193 I5I 
IMExIcOmel. Hott. Be 9O1 744 I 123 
Othersta tar see SAS. 312 3,60 400 
SLOta le rae ts, ce: 2 380 2 169 2920 
Grand total, Latin Ame- 
Viet es. 10° 704 II 954 13 161 


Sources: Official statistics. 

a Provisional estimates. 

b Costa Rica, Ecuador, El Salvador, Guatemala, Haiti, Honduras, Nicara- 
gua, Panama and Paraguay. 
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Table 60 


LATIN AMERICA: COTTON FIBRE PRODUCTION 
(T housands—of- tons) 


Country 1955/56 1956/57 1957/584 
IAT CCOti nao nn 123 105 163 
Brazil ae eies fa nae 400 397 403, 
Colombia . aoe. 4S 23 22 24 
BewadGnet ©. Gist one - 3 3 5 
Patacuayie® wes Sas 2 12 II 11 
Reiger ty eae eat = 115 105 106 
WVenezuelaie 25s 3 i. 5 5 5 
Mexico Te). Aarti Aes 404 471 529 
Haiti . fie ae I I I 
Central America’. . . . 80 II0 113 
Total Latin America. . . 1166 I 230 I 360 


Sourcrs: Official statistics. 
* Provisional estimates. 
> El Salvador, Guatemala, Honduras and Nicaragua. 


(c) Cotton 


Latin America’s cotton fibre harvest in 1957/58 was also 
without precedent, being 10 per cent above the level of| 
the previous season (see table 60). At the same time, the: 
region’s tendency of recent years to become an increas- 
ingly important producer and exporter of cotton became 
more marked. It need only be noted that its production in| 
1957/58 was 124 per cent above the Aah average for’ 
the five years immediately before the war. | 

All countries without exception improved their produc-, 
tion figures. The countries which are normally able, after’ 
satisfying domestic demand, to provide surpluses for export, | 
account for 97 per cent of Latin American cotton produc-| 
tion. In them, too, output was 8 per cent higher, from) 
which it is reasonable to assume that surpluses from the) 
recent harvest rose from some 710000 to 800000 tons, 
which would imply that rather more than 6o per cent of. 
the cotton produced was thus available for export. 

Mexico, the main Latin American producer and exporter 
of cotton, recorded a harvest 6.6 per cent larger than that 
of the year before and only 6 500 tons below the unprece- 
dented 1955 harvest. These good results were due largely to 
the Government’s policy of encouraging growing and to 
favourable weather conditions, especially rain, which came 
at the right time and in sufficient quantities. Brazil, the 
second largest producer, also had a harvest slightly bigger 
than that of the year before. In Peru, the region’s main 
producer of long and extra-long-staple cotton, the bountiful 
harvest of 1956/57 was virtually repeated. Yet there were 
some changes in the general pattern of production; the 
output of long-staple cotton increased, while that of extra- 
long-staple cotton declined by 20 per cent owing to some- 
what adverse climatic and health conditions in the valleys 
specializing in the production of this kind of cotton. In 
Argentina, by way of response to the high prices obtained 
by producers in the previous season, there was a consider- 
able extension of sowings which, combined with high 
yields, resulted in the largest cotton harvest yet (52 per 
cent above that of the previous year). 

The Central American countries again recorded a good 
harvest as in 1956/57. Mention should again be made of 
the great expansion of cotton-growing in these countries, 
especially in El Salvador and Nicaragua. 

In 1957/58, the deficit countries (Colombia, Ecuador, 


Paraguay and Venezuela) forged ahead with their energetic 
programmes to increase their cotton production. Ecuador, 
Colombia and Venezuela set up development bodies speci- 
fically to promote growing by means of programmes taking 
into account all aspects of the problem, particularly the 
improvement of growing techniques and economic in- 
centives for the producer. 


(d) Coffee 


In 1957/58, the results of the development phase in 
coffee production which began in the early ‘fifties under the 
incentive of high world market prices for coffee became 
fully apparent. During that time, all the producer countries 
began to expand and/or improve their coffee plantations. 
Thanks to their efforts, world production in recent years 
more than outstripped consumption, and this led to a steady 
decline in prices and the accumulation of stocks in producer 
countries. 

World coffee production in 1957/58 reached record 
levels xx per cent above that of the previous year. Brazil 
was almost exclusively responsible for this increment in pro- 
duction, supplying 321 000 tons out of the total of 374 000 
as its own output rose 33 per cent in the preceding year 
(see table 61). The striking size of the Brazilian harvest, 
which was only 46 000 tons less than the bumper crop of 
1932/33, derived from a relatively small expansion in the 
crop area (4 per cent) and a substantial improvement (18 
per cent) in unit yield. Virtually 85 per cent of Brazil’s 
production increment comes from the State of Parana, 
where efforts to expand plantations have been concentrated 
in recent years. Suffice it to mention that in 1947/48 adult 
plantations in the State of Parana covered a mere 198 000 
hectares, representing no more than 8 per cent of total 
Brazilian plantations and x per cent of production, whereas 
in the past coffee year, they were nearly one million hectares 
(981 Joo) and constituted more than a quarter of Brazil’s 
entire coffee area. In addition, Parand possesses unusually 
favourable conditions for coffee-growing and its level of 
productivity is consequently much higher than in other 
parts of the country. Even though only a quarter of its 
plantations are in production, Parana was still able to supply 
almost a third of Brazil’s 1957/58 harvest. ' 

The behaviour of production differed in the other Latin 


Table 61 


LATIN AMERICA: COFFEE PRODUCTION COMPARED 
WITH THAT OF OTHER REGIONS AND WITH 
THE WORLD TOTAL 
(Thousands of tons) 
a 


Country 1955/56 1956/57 1957/58# 

PAT a ne ee ier oe 979 I 409 I 730 
Meolombia . 5. - 384 432 438 
BCXICOWM Goh chs 95 102 108 
Central America®. . . . 219 260 279 
Bp thersSh, Peskin bere whys 194 240 219 

Total Latin America . 1 871 2 443 2774 
Africa, Asia and Oceania 688 688 732 
Worldutoiaies bene 2 =. 2°559 3131 3 506 


Sources: Official statistics; and United States Departmant of Agriculture. 


2 Provisional estimates. ; 
b Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua. 


© Cuba, Haiti, Panama. Peru. Dominican Republic and Venezuela. 


American countries, where it varied very little on the 
whole increasing by a mere 1 per cent. This was the result 
of poor weather in several countries which lowered yields 
and thereby neutralized the effects of bigger harvests else- 
where. If circumstances had not proved unfavourable, the 
harvests would probably have been much better since the 
export system was improved and the crop area enlarged in 
nearly every country. 

In 1957/58, the coffee crop exceeded current demand by 
a wide margin and added to the surpluses left over from 
previous harvests. Supply in the 1958/59 trade year will 
consist of the above-mentioned harvest of 3.5 million tons 
plus the old stocks which are estimated at some 1.5 million, 
i.e. 5 million tons in all. If this figure is compared with 
the annual average availabilities of only 2.9 million tons 
between 1949/50 and 1953/54 and with the present con- 
sumption level which apparently exceeds 2 830 000 tons, 
it is clear that by the end of the trade year 1958/59, the 
coffee surplus will have increased from 1.5 million to over 
2.2 million tons, whereas normal requirements between 
harvests are usually not more than 400 000 tons. 

The Latin American countries have made various efforts 
to prevent or cushion the fall in coffee prices. On the one 
hand, a suitable organization was set up to launch an 
energetic campaign to increase consumption while, on the 
other, the producer countries themselves undertook to re- 
duce supplies by holding their harvests off the market.17 
The latter measure is based on the assumption that some 
680 000 tons would be held back out of the 1957/58 
harvest, of which 600 000 tons would correspond to Brazil. 

Lastly, it should be pointed out that the coffee-growing 
countries and, of these, Brazil and Colombia in particular, 
are endeavouring to cut production while improving quality. 
Old plantations with low yields are being cut down and the 
land 1s usually given over to other crops. In Brazil, the pro- 
duction of high-quality coffee is being stimulated, through 
the prices paid to coffee farmers, and inferior grades are 
being used as fertilizer. 

Yet, in spite of all these efforts, there seems to be no 
short-term prospect of finding a suitable and decisive so- 
lution to the coffee problem. The fact that producer coun- 
tries outside Latin America have not acceded to the inter- 
national agreement detracts from the efficacy of the system 
of withholding harvests, and exposes Latin American coun- 
tries to the risk of losing further ground on the world 
market. Again, the more immediate production prospects 
indicate that harvests will be bigger than ever. For instance, 
in Brazil and other countries, many of the extensive plan- 
tations on virgin soil with high-yield varieties in areas that 
are highly suitable for coffee-growing, are only just enter- 
ing into production. In addition, the improved techniques 
that have been introduced in recent years have already suc- 
ceeded in raising the level of productivity. 


(e) Rice 


Rice is one of the crops the cultivation of which has 
spread through Latin America most rapidly in the last 25 
years. For instance, annual average production in 1934-38 
was 1.9 million tons while the 1957/58 harvest was 5.8 
million. All Latin American countries grow rice, and there 
is hardly one in which the latest harvests have not more 


*7 Details on coffee trade and the International Coffee Agreement 
signed by the 15 producer countries of Latin America are given 
in Part One, chapter II, section Il. 
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than doubled their pre-war level. The rapid rise in output 
found its first incentive in growing internal and external 
demand. Many countries succeeded in becoming self-sufficient 
and others began to take part in world trade. In spite of 
this, Latin America has been virtually dislodged from its 
position on the international market since its high produc- 
tion costs place it at a disadvantage with other competitors. 
The increase in production over recent years has therefore 
had to be adjusted to the requirements of internal demand, 
and the rate of growth has slowed down in comparison 
with its progress in recent years. 

The steady upward trend of Latin American rice pro- 
duction was halted momentarily in 1957/58 when the har- 
vest failed by 3 per cent to reach the record of 6 million 
tons attained in 1956/57 (see table 62). 

The smaller harvest for Latin America as a whole was 
primarily the result of a decline in the Brazilian crop and, 
to a lesser extent, in the Cuban and Venezuelan harvests. 
Brazil, which is the leading regional producer and supplies 
approximately 7o per cent of the Latin American total, 
grew an area of slightly more than 2.5 million hectares 
in 1957/58 which was much the same as in the last few 
years. But adverse circumstances lowered yield in some of 
the major rice-growing states and the harvest was 4 per 
cent less. 

Cuba also had a smaller harvest in 1957/58. It should 
be remembered that per capita rice consumption in this 
country is higher than elsewhere and that until very re- 
cently most of Cuba’s rice supply had to be imported. 
Diverse efforts made to carry out a development programme 
for rice cultivation, on the basis of credits, technical im- 
provements and investment in irrigation and machinery, re- 
sulted in an excellent harvest of 320 000 tons in 1956/57. 
However, the following harvest was a little over 20 pet 
cent less, owing to diseases which have attacked the crop 
in recent years and to the abnormal political conditions in 
the rice-growing areas of the Oriente province (256 000 
tons). 

eee had another good harvest, which exceeded that 
of 1956/57 by 11 per cent and ensured that the country 
would be self-sufficient in rice. This was also true in the 
case of Chile, which had an equally satisfactory harvest. 


2. Manufacturing industry 


An auspicious circumstance in the evolution of the economy 
during 1958 was the increase in the products of the man- 


Table 62 


LATIN AMERICA: UNHULLED RICE PRODUCTION 
(Thousands of tons) 


Country 1955/56 1956/57 1957 /584 

PAS Renin a eae ae 164 193 217 
IBrazileerye foe tae as 3 489 4151 3988 
Colombia. “tse 2. 343 350 390 
Gnbaeeeeys, Sei. wobec ss pal 320 256 
Git? .” (ee 54 82 91 
INICXICOMPR Bo sm4s ic 5 376 384 392 
@tncrsmremre - ks 550 523 509 
Oar eee, | 5 253 6 003 5 843 


A SL A EE SPE EEE PELL EE SP RIE IL EE TS 


Sources: Official statistics. 

a Provisional estimates. 

b Costa Rica, Ecuador, El Salvador, Guatemala, Haiti, Honduras, Nicara- 
gua, hie was Paraguay, Peru, Dominican Republic, Urmguay and Ve- 
nezuela. 
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ufacturing sector, which reverted to the high rate of growth 
of 1956 after the temporary slackening-off recorded i 
1957. It should be noted that this expansion was accounted: 
for chiefly by the development of the dynamic industries, 
The rate of growth of those producing current consumer 
goods, on the contrary, in general barely kept pace with 
that of the population. 

In the more highly industrialized Latin American coun- 
tries, import substitution possibilities have been virtually, 
exhausted in respect of current consumer manufactures, 
Hence, from this point of view, such activities can expand! 
only at the same rate as income and population. The textil 
industry, for example, which is one of the most widely- 
established in Latin America and among those carrying? 
most weight in the region’s industrial sector as a whole, i 
as a general rule burdened with too much idle capacity, 
and the growth of domestic demand for its manufactures 
is slow. In addition, Latin America’s exports of textile: 
goods are on a very small scale. The possibilities open to 
the processed foodstuffs industries, for the products of! 
which, in the case of some countries — Argentina, Uru- 
guay, etc. — there is heavy external demand, have been 
restricted either by a contraction of such demand or by the} 
inelasticity of the internal supply situation. In any event, 
for these and other reasons, the growth of production of 
current consumer goods was slow in 1958, as previously) 
pointed out. 

In contrast, the dynamic industries were given further} 
considerable impetus in 1958, although as yet they carry. 
little weight in industry as a whole. Once again the need| 
for import substitution which resulted from the limitations; 
imposed by the capacity to import combined with industrial | 
re-equipment requirements and large-scale projects in the? 
basic sectors to afford the necessary incentives for the de- 
velopment of these dynamic activities. Moreover, internal 
financing facilities were available to them and besides, it is; 
in this type of industry that external financing is largely) 
concentrated. 

A brief review of the evolution of the dynamic sectors; 
shows the different lines along which they have developed | 
of late. Such discrepancies are determined by the length of | 
time that they have been established in the Latin American) 
economy or the extent to which they have successfully taken, 
root, the greater or lesser pressure of domestic demand, the | 
stage reached by the country concerned on the road to self- 
sufficiency, the varying periods in which new projects will 
reach maturity, the particular bottlenecks by which their: 
progress is handicapped, etc. While in some cases a certain. 
temporary slowing-up of the rate of development is re- 
gistered, it can be seen that at the same time the different. 
projects under way open up prospects of its acceleration in| 
the future. In other instances, development statistics look 
spectacular, but underlying them are manifest symptoms of 
imminent bottlenecks. In general terms, development may 
be said to be greatly dependent upon the economy’s avail- 
able resources. 

The remarks which follow must not be allowed to create 
a false impression as to Latin America’s industrial develop- 
ment in 1958. The industries analysed here are in fact 
those whose evolution is most dynamic because it is by their 
means that domestic production can be substituted for such 
imports as have not been effected in quantities large enough 
to satisfy demand. In contrast, others like the textile and 
food manufacturing industries have been registering stag- 
nation for years past. Again, the dynamic industries are 


acquiring a foothold only in some few countries, and their 
development cannot be considered as taking place through- 
out the whole of Latin America. 

Mention should also be made of the fact that it has been 
precisely when the difficulties besetting the external sector 
precluded satisfactory supplies of the goods produced by 
the dynamic industries that endeavours to promote their de- 
velopment have gained the greatest momentum. This was 
likewise the case in 1957 and 1958. But it must be pointed 
out that the influence of balance-of-payment difficulties 
themselves tended to reduce the resources required for the 
development of these industries, and in consequence their 
expansion — although significant — was not as substantial 
as might have been expected in other circumstances. 


(a) Iron and steel industry 


The significance of the iron and steel industry as a key 
factor in the development of Latin America calls for a 
fresh examination in the light of the recent evolution of 
manufacturing in the region. Whereas in recent years, the 
development of the basic iron and steel industry appeared 
to be one of the most essential prerequisites for the for- 
mation of secondary transforming industries on a large 
scale, it should now also be considered as fundamental to 
the maintenance and normal evolution of important trans- 
forming industries that are already established. Hence, 
greater attention should be paid to the problem of how to 
deal with the region’s growing deficit in iron and steel 
supplies. 

The most significant fact is that, in spite of the note- 
worthy progress made by the Latin American iron and 
steel industry, it has failed to become self-sufficient in steel 
in the last few years; furthermore, the gap between con- 
sumption and production is much wider today than it was 


in 1950 and is likely to be even larger in the near future. 

While the output of steel ingots rose from 1.38 million 
tons in 1950 to 3.37 million in 1957, steel imports (ex- 
pressed for Burpee of comparison in terms of their crude 
steel equivalent) increased from 2.8 million to 5.5 million 
tons,** 

Among the diverse reasons for the inadequate iron and 
steel supply in Latin America, special stress should be laid 
on two factors, on the side of supply and demand respec- 
tively. One is the lack of large integrated plants in Argen- 
tina and Venezuela,1® two of the biggest steel consumers 
in the region. The other derives from the fact that during 
a certain phase of economic development — which is pre- 
cisely that of the more highly-industrialized Latin American 
countries in the ‘50’s and probably during much of the 
‘60’s as well —, steel production creates its own market, 
thereby stimulating the formation of a number of metal 
transforming industries which, in their turn, spur on the 
former to raise its rate of production. The first factor, in 
contrast to the second, tends to disappear rapidly. 

The latest production figures should also be considered 
(see table 63).?° Firstly, in 1958, there was a fresh decline 


*8 When the aggregate volume of steel imports at different 
stages of processing was calculated, the real weight of the finished 
products — which constitute the majority of the items imported — 
was converted into its equivalent in terms of crude steel. This 
ensured that the figure could be compared with those of basic 
production but naturally swelled the totals for real weight imported. 

7° Of Latin America’s total net imports of steel in 1957, a 
quarter, consisting of finished and semi-finished products, was put- 
chased by Argentina, and a third comprising finished products 
— 65 per cent of which constituted steel tubing for the petroleum 
industry — corresponded to Venezuela. (These figures were calcu- 
lated, like the totals, in terms of their crude steel equivalent.) 

2° The various finished steel products have been grouped together 
for the purposes of the present analysis. Since data on steel imports 
in 1958 are incomplete, no comparison can be made between the 
import trend in that year and in 1957. 


Table 63 


LATIN AMERICA: PRODUCTION OF PIG IRON, STEEL INGOTS AND FINISHED 
STEEL, 1956, 1957 AND 1958 


(Thousands of tons) 


Pig iron 

Country a 

1956 1957 1958 

Argentina. . . . 35 34 29 
Brazile eee err aL 52 aI 252" = 1 340 
Colombia... . 116 126 I49 
Cubag 468 n2 — — = 
GChilemes ap fancy: 367 382 304 
El Salvador. . . — — — 
IMIEXICOR me > 408 429 496 
Panama aes alee . — — — 
Perey 20 fat _ — 60° 
Wirrcuay ees its — — oo 
Venezuela... . ~- — — 


Latin America 


Ota) Mees ne 2/OGn =t2i223) | 2-378 


Rate of increase in 
relation to that 
recorded in the . 
preceding year. 16.3 7.0 70 


1956 1957 1958 


888 1050 III5 


— aa x — — 


Steel ingots 1956 1957 1958 


Finished steels 


203 221 244 631 703 878 
ToS 75 0 475 ee 0 ee ek Dene 4 eet OO 

100 125 135 83 

(72)5" G4) BOE 5)r 0s), BGs) 

401 412 373 285 270 234 


— — I --- — a) 


105 IOI 


710 880 916 
° 


21 4 
13 (33) = (13) 30 (36) 40° 
38 59 56° 35 54 Sia 


3030 3369 3567 293% 43312 3621 


| SR SS REE LSS SY YF IN EIT NS IIE LS OE LLLP EG PES EPPO I LE EET ELIE PDI LEME DL SLED TEL ILE EAE EOIN 


Sources: Official and international statistics, specialized periodicals and direct information. 
Nore: The figures in brackets in this and other tables of the same chapter section are estimates based on data 


for other years or on the figures for capacity. 
a Provisional estimates. 
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in the rates of growth of steel making and rolling, in- 
crements of 6 and 9 per cent being registered as against 
rr and 13 per cent respectively in 1957. Moreover, as pig 
iron production expanded at the same rate as before, the 
ratio of this line of production to steel making continued 
to be rather unfavourable. 

The reason for the slower development of steel produc- 
tion was the inability of existing capacity to provide for 
a larger expansion. Because of its low rate of growth, iron 
and steel production was unable to keep pace with the new 
requirements of the secondary transforming industries in 
various countries, or with those emerging in other sectors 
as a result of the development of these industries. The 
requirements mainly relate to passenger-car manufacturing, 
the heavy and semi-heavy transforming industries, engi- 
neering work, industrial and residential construction and 
other activities connected with shipbuilding programmes 
and railway expansion and modernization. Consequently, 
Latin America has become increasingly dependent on imports 
for its steel, just at the time when the obstacles to an 
increase in imports are greatest. 

Latin America will soon have to face even more severe 
pressure on the part of demand for steel. In a few more 
years, these periods of pressure will alternate with short 
intervals when the pressure is relaxed in one country or 
another, as the large-scale projects now in execution or at 
an advanced stage of preparation are completed. If such 
projects enter operation at virtually the same time, there 
may even be a temporary improvement in the region’s 
balance of payments with respect to the preceding period. 
This relative relaxation may take place in as little as three 
years’ time, when several of the new integrated centres 
enter production and some ambitious plans for expansion 
have been carried out. In five more years, the additions may 
exceed the whole of present capacity. By 1965, the ex- 
pansion now being planned may almost triple the current 
level of production, raising it to some 10 million tons. 
But, as demand is likely to have increased rapidly by that 
time, the total deficit in Latin America’s supplies will prob- 
ably not be reduced and may even become larger than at 
present. 

With respect to pig iron, the volume of output in 
Latin America was equivalent to almost 80 per cent of the 
amount of crude steel manufactured in 1950 and 1951, 
and approximately 7o per cent in 1955 and 1956, before 
sinking to its 1957 and 1958 level of 66 per cent. The 
chief reason for this disproportion is the lack of coking 
coal in Latin America (except in Colombia and to some 
extent in Mexico); to this difficulty must be added the 
problem of the heavy investment required for the reduction 
of iron ore in big foundries. However, to judge from the 
projects in course of execution, substantial progress in pig 
iron production may be expected, within the anticipated 
expansion of the iron and steel industry as a whole. 

Lastly, it should be pointed out that the year 1958 
witnessed the appearance of the first semi-integrated steel 
mills in two hitherto under-industrialized Central American 
republics — El Salvador and Panama. 


(b) Smelting and refining of non-ferrous metals 


The situation of the iron and steel industry is in fairly 
marked contrast to the slower development of the sector 
engaged in the primary smelting and refining of industrial 
non-ferrous metals, mainly for export. As regards the pri- 
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mary processing of copper, lead, zinc, tin and, to some ex:|] 
tent, aluminium, no major changes have been registered in 
Latin America during the last eight years, except in Peru; 
where production shows a decided upward trend, especially) 
with respect to zinc smelting (see table 64). _ 
However, new installations to increase capacity seem t 
promise a forthcoming expansion in the production of cop- 
per bars (Brazil, Chile, Cuba and Peru), zinc slab (Brazil, 
Mexico and Peru) and, on a smaller scale, lead ingots 
(Brazil and Peru). Tin smelting, which has always stoo 
at low levels, shows signs of progress in Brazil, where th 
recently-enlarged principal plant has been completed by, 
the addition of refining facilities. The manufacture of alu- 
minium ingots in Brazil, the only Latin American count 
in which this is carried out, has made great strides, and 
four other Latin American republics are considering or 
studying the initiation of such production a little later on. 
The objectives of these new projects differ from on 
country to another. In Argentina and Brazil, the project 
are primarily concerned with covering growing requirements, 
by domestic production, and the new plants are sure of 
market, whereas in Chile, Mexico and Peru they are mainly 
intended to facilitate, increase and safeguard mining ex- 
ports, and to extend markets by reducing transport costs. In} 
the case of these three countries, the utilization of new) 
productive capacity is expected to fluctuate, especially where} 
the big mining companies are concerned. | 
New plants have also been studied or projected for the} 
isolation or purification of the following alloy metals: tung- 
sten in Argentina, nickel in Brazil, molybdenum in Chile, 
and cobalt and possibly nickel in Cuba. 


(c) Secondary metallurgical industries 


The secondary metallurgical and metal-transforming in-. 
dustries in general, which have been developing in their | 
simplest forms in several Latin American countries for} 
many years, are spreading and becoming consolidated and 
diversified. Advances have recently been made in the man-) 
ufacture of more complex appliances, the first important} 
results being obtained with respect to durable consumer} 
goods of a mechanical, electrical and electronic type. The) 
striking development registered in production of some of | 
these items can be observed in table 65. | 

Further progress and diversification took place in the? 
manufacture of several types of machine-tools, and notable: 
advances were made in the manufacture of certain kinds of | 
complete and semi-complete industrial equipment in Argen- ' 
tina, Brazil and Mexico, i.e. for paper and pulp mills, | 
textile factories and construction. Mention should be made: 
of the innovation constituted by the nascent industry for the’ 
manufacture of big diesel engines in Argentina, which will 
later be introduced into Brazil as well. In the latter country, 
a new heavy metal-transforming industry has also been. 
inaugurated; it is already partly in operation, and from. 
1959 onwards should supply the country with an ap- 
preciably larger volume of heavy equipment of greater va- 
riety and power than any Brodure in the last few years. 
Outstanding among its products are industrial boilers, hy- 
draulic and thermal turbines, large compressors and pumps, 
bridge cranes, plant for the petroleum industry and high- 
powered parts for electrical equipment. An important ele- 
ment in its present evolution is the expansion of Argen- 
tina’s and Brazil’s capacity for smelting and forging heavy 
pieces. 
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LATIN AMERICA: PRODUCTION OF SELECTED MECHANICAL, ELECTRICAL AND 
(Thousands : 


Table}; 


Country 1955 1956 1957 1958 1955 1956 1957 1958 Sewing-machines IIL 
SL 
Electric refrigerators Electric washing-machines 1955 1956 1957 1958 © || 
Argentina... 119 160 202 195 108 168 168 50° Bice AB 150° 
yevalls Gy ee 130 135 145° 200 26 27 50 oo 250 631 SM 
Chile paw ae: (9) 10° 10 9° (5) 9 II -— — — —F 
Mexico .... 32 36 44 46 27 31 35 — — oe (6) | 
ota ae 2 OO 341 401 450 (105) 166 235 264 50 sat Rae ee ||| 
aan enn nnn ere rere esa eee creer reser eee eee 


Sources: See table 63. 
a Provisional estimates. . : Q 
> Provisional estimates based on_direct information. 


¢ These totals do not include Chilean production, on which no information could be obtained. 


The most noteworthy event in recent years in so far 
as the metal transforming industries are concerned has been 
the increase in the mass production of transport media — 
motor-vehicles, tractors and new types of railway rolling- 
stock — in conjunction with shipbuilding on a large scale. 


(d) Motor-vehicles and tractors 


The motor-vehicle industry, recently established in the 
region, has in the last two years gained considerable im- 
petus in Brazil and latterly in Argentina as well. Its de- 
velopment is reflected not only in the number of vehicles 
manufactured (see table 66), but also in the increasing utili- 
zation of domestically-produced spare parts, the making 
of which implies that various allied industries have come 
into being or gathered strength. Furthermore, last year, the 
motor-vehicle sector in these two countries extended its acti- 
vities to the mass production of passenger-cars. 

However, this industry’s expansion programme and its 
rapid rate of growth are already being hampered by the less 
intensive progress achieved in sectors supplying basic inputs, 


especially steel making, rubber production and the provision) 
of fuels. All this is combined with the need to train more} 
skilled labour and the shortage of foreign exchange where-}\| 
with to import such parts as are not domestically produced. | 
Meanwhile, the motor-vehicle industry is gaining ground |i 
in a third country and is about to be introduced into aj) 
fourth. In Mexico, this branch of activity, which is fairly | 
widespread, has so far been limited to assembling. The pro- 
portion of domestically-produced parts used has lately been} 
ranging from 8 to 22 per cent of the vehicle’s total value. |] 
The manufacture of tractors in Latin America is develop- } 
ing, up to a point, in line with that of motor-vehicles, since }} 
their construction and mechanism are so similar that several ||| 
parts can be utilized in both lines of production However, | 
whereas in Argentina and Chile Pee of tractors || 
— with the gradual substitution of domestically-produced | 
for imported parts — has forged ahead of motor-vehicle } 
manufacture, in Brazil it is lagging behind. These discrep- | 
ancies are accounted for partly by the differing require- | 
ments of agriculture and partly by other considerations | 
relating to the size of the market. 


=— 


Table 66 


LATIN AMERICA: MANUFACTURE AND ASSEMBLY OF MOTOR-VEHICLES, 1955 
TO 1958" AND PRODUCTION PROGRAMMES FOR 1959 AND 1960 


ieee een 


(Units) lJ 
Projects I 
Country 1955 1956 1957 1958 It 
1959 1960 | 
A. Domestic manufacture | 
Argentina . 6 653 5 164 15 274 26 586° 48 900 70 200 | 
Brazil. . 4595 6 619 29 679 61 129 I44 439 216 456 
Chile . — — —_ — — (600) 
Mexico — — -- 203 3,000 (16 000) 
Latin America . I1 248 II 783 44953 87 918 196 339 303 256 
B. Assembly of imported parts and 
semi-assembied vehicles 
Argentina . 7 089 I 495 
Brazil . Bens eae I O21 183 | 
Mexico . 3I 740 41 500 40 733 41 162° I 
Venezuela . 18 097 13, 830 14 812 13 443 F 
Latin America . 63 650 56 283 \ 
| 


Sources: See table 63. 


a Excluding motor-scooters, motor-cycles and similar vehicles. 


> Provisional estimates. 
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ILECTRONIC DURABLE CONSUMER GOODS IN FOUR COUNTRIES, 1955 TO 1958 


rf units) 
a I LE L ESIE  SEDELT LOE EE EAE I LAE TL DPE IE I ET EI EE ES ALT GE ILE ATIC A TIE I Ee EY 
1955 1956 1957 1958 1955 1956 1957 1958 1955 1956 1957 1958 
Typewriters Radio receivers Television sets 
10.6” 12.4” 19.9” 2415? 300" 400° 400° 500° (12) 42 52 150° 
— 2.0 18.0 (24.0) OS 600 660 ee 34 100 110 150 
— Aa O.1 0.5 236 313, 275 327 65 95 80 86 
10.6 Sys 38.0 49.0 T3030 I 335° as III 237 242 386 


(e) Railway rolling-stock 


With respect to the manufacture of railway rolling-stock 
t should be recalled that three countries in the southern 
zone — Argentina, Brazil and Chile — have had more than 
wo decades of experience in the construction and repair of 
z00ds wagons. Developments in this field in the last few 
years have consisted in the establishment of modern plants 
n Brazil and Mexico, which are constantly being expanded 
ind — in the three southern republics mentioned above — 
n the initial manufacture of passenger coaches and of a 
larger quantity of spare parts for assembly purposes has 
een initiated. 

In Argentina and Chile, the volume of current production 
s not a function of production capacity, much of which 
s standing idle, but of the requirements of demand.”1 

Although traction material is not yet manufactured in 
Latin America, plans are afoot in Argentina for the con- 
struction of rail cars — with domestically-produced en- 
zines — in some three years’ time. A plant for the 
ussembly of 50 to 6o diesel locomotives annually is also 
0 be set up there. The construction of goods wagons has 
ncreased (see table 67). 


(f) Shipbuilding 


The shipuilding programmes recently drawn up in Brazil 
ind other Latin American countries indicate one of the new 
lirections taken by the region’s industrial development, 
comparable in importance only to the recent initiation of 
notor-vehicle manufacture. The Latin American countries 


Table 67 


_ATIN AMERICA: CONSTRUCTION OF RAILWAY GOODS 
WAGONS, 1955 TO 1958 


Country 1955 1956 1957 1958 
\rgentina . 194 255 218 380 
BEATZ lees «Netw hey Sg OST I 949 2 030 I 531 
JSC ae 200° 50° 50° 50° 
PEXI COM iy ad asks 881 I 133 st Gey) I 787 
atin America. . . 3156 3 387 3 815 3748 


TE ELEY SE TLE RINE 5 SE ES FE ET LST ER LT TE TET EI ETE SS SI 


ouRCES: Argentina: Empresa Ferrocarriles del Estado Argentino; Brazil: 
Departamento Nacional de Estradas de Ferro; Mexico: direct official in- 
formation. : ‘ x 

Estimated annual averages based on direct information from producer 


firms. 


interested in promoting the shipbuilding industry possess 
at present (except, to a certain extent, Argentina) only 
small shipyards that are not very well-equipped, and, in 
some cases, facilities solely for repair work. Under the 
terms of the above-mentioned programmes, modern dock- 
yards will now be built. In some countries, particulary 
Brazil, these will be of medium capacity and capable of 
extending their construction range from ships of 5,000 tons 
deadweight to those of 10,000 and even 20,000 tons. In a 
few cases, the programmes aim at expanding national mer- 
chant navies to enable them to take a greater part in their 
respective country’s foreign trade, or to improve coastal 
traffic. In others the programmes are linked up with the 
development of fisheries or other special objectives, always 
provided that such objectives can be attained with the smal- 
lest possible expenditure of foreign exchange. Conditions 
also vary from one country to another with respect to their 
supply of materials for such construction work and to their 
capacity to develoy ancillary industries, but certain problems 
are common to all, namely, techniques, the training of 
skilled labour and the external purchase of some dockyard 
equipment and ship parts. For this reason, foreign firms 
are expected to intervene to a certain extent, whether 
through capital contributions, administrative and technical 
co-operation or in an advisory capacity. 


(g) Aircraft industries 


Latin America has of course accumulated little experi- 
ence in this field, and its markets are very limited. Aircraft 
are being assembled in Argentina and Brazil, mainly for 
military training purposes, and there is a fairly large-scale 
project on hand in Mexico. To judge from experiments 
already undertaken and from the studies made by a few 
firms, there are possibilities of developing the construction 
of certain types of light aircraft, and possibly of special 
plane parts as well, in some Latin American countries. 


(h) Chemical industries 


Together with the specialized metal-transforming indus- 
tries manufacturing transport equipment, machine-tools and 
heavy electrical apparatus, etc., the chemical industries offer 
a promising field for industrialization in Latin America. 


*1 Tn recent years railway companies in the southern zone have 
frequently placed their orders abroad, mainly because they can thus 
obtain better payments facilities. 


85 


Imports of chemical products have an increasing inci- 
dence on the region’s balance of payments even though 
Latin America has nearly all the necessary raw materials 
and the general process of industrialization is tending to 
increase demand for such products at a rapid rate.?? But 
the main reason why the absolute amount of foreign 
exchange expenditure on chemical imports has not yet 
soared to higher levels is that demand for important chem- 
ical products is being partially repressed in several of the 
principal Latin American countries by means of import 
restrictions. In view of the problems raised by consump- 
tion requirements in this field, it should be pointed out 
that several branches of the chemical industry have shown 
themselves to be extremely dynamic, attracting both local 
and foreign private capital, while others have only manag- 
ed to develop with the help of State financial aid. 

As regards the development of the heavy chemical indus- 
tries, it should be stressed that in this branch, size of plant 
and production scale have a particular influence on costs 
and thus, on competitive status. Moreover, the price of the 
numerous chemical inputs utilized by the different indus- 
tries will always exert a marked effect on the over-all 
structure of industrial costs. The crux of the problem for 
the future evolution of the Latin American chemical indus- 
tries is therefore to ensure that their markets are integrated 
to a certain extent. 

As regards the recent development of this branch in the 
different countries, the petrochemical industries are playing 
an increasingly important part in Mexico, and, to a lesser 
extent, the production of pit-coal derivatives mainly for 
fertilizer manufacture, although there is an obvious tenden- 
cy towards greater diversification.2? The efforts made in 
Brazil in recent years are beginning to yield results, and 
the completion of various projects, such as the petrochem- 
ical complex at Cubatao, will, in the course of the next 
three years, make radical changes in Brazilian chemical 
production, although output will still be far from sufficient 
for domestic requirements. In Argentina, these industries 
are built up on a longstanding but small basis. In Vene- 
zuela, the early difficulties of the Morén group are on the 
point of being solved definitively by the reconditioning of 
some of the older plants and the completion of their sup- 
plementary installations, and by the organized exporting 
of surplus by-products. As regards the new heavy chem- 
ical industries, construction is forging ahead in Peru — and 
on a smaller scale in Colombia— and in Chile studies are 
well under way.4 

Several branches of the chemical industries producing 
final goods and other allied activities are expecting to 
obtain raw materials in the near future from the new pe- 
trochemical and carbochemical sources. The manufacture of 


?2 Total Latin American demand for chemical products in 1965 
has been provisionally estimated at an annual figure of some 4 000 
to 5 000 million dollars. 

25 In juxtaposition with the contemplated diversification, the 
steady expansion of chemical fertilizer production will be maintain- 
ed. (It is estimated that two years ago, only 5 per cent of the 
tilled land in Mexico was fertilized.) 

24 Chile’s programme for industrial development and construc- 
tion includes comprehensive plans for the chemical industries, in 
which first priority is given to their most important branches, 
namely, alkalis, phosphate fertilizers, petrochemicals and carbo- 
chemicals. The main objective is to achieve import substitution 
in these branches and to make use of the various by-products from 
the Huachipato coking plant and the Concén petroleum refinery, 
as well as of the sulphurous gases from the projected refinery at 
Ventanas. 
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fertilizers and plastic products ranks foremost among theseé 
branches, but that of explosives, paint, insecticides deter- 
gents, etc. is also important. Synthetic rubber production 
will be based on the same sources in a few years’ time. 

Meanwhile, heavy deficits have again been registered in 
the internal supply of soda alkalis in nearly all parts of 
Latin America, including Mexico, in spite of the relatively 
large increments in Mexican production.?® 

The region is still far from being self-sufficient in 
electrolytic soda (chiefly because of the lack of market for 
chlorine, which is a co-product), and in spite of the: 
production of soda carbonate from natural sources in Chile 
and Mexico, and the existence of a fairly small Solvay 
plant in Colombia, most of Latin America’s consumption 
of this much-needed product is satisfied with imports. A 
Solvay plant at Cabo Frio which is nearing termination will] 
ease the supply situation in Brazil, while work has begun) 
on a new soda-ash plant at Iquique, Chile. 

Pharmaceutical firms and laboratories are producing a| 
wider range of articles (including some important products) 
such as antibiotics) and are being established in an ever-} 
increasing number of Latin American countries. 

Production of artificial yarns has been more or less sta-» 
tionary throughout the region, although Mexico's capacity) 
for nylon yarn manufacture has been expanded. 


(i) Tyres | 


Almost three-quarters of the rubber processed in Latin\ 
America is utilized for the manufacture of tyres. This} 
branch of production has not made much progress in the} 
last few years (see table 68) but, owing to the spectacular || 
upsurge of the passenger-car industry in some of the big-|} 
gest Latin American countries, demand has begun to) 
increase suddenly and it has not been possible to satisfy | 
requirements with the necessary ease. 

In this branch of industry, the problem of expansion | 
lies less in installed capacity than in raw material avail-. 
abilities. In fact, Latin America’s production of natural | 
rubber is at a low level; in 1958 it amounted to 23 400) 
tons in Brazil, 2 400 in Peru, 1 100 in Bolivia and about) 
500 tons in the remaining countries,?6 and the systematic) 
expansion of the plantations will take several years. More- | 
over, synthetic rubber is not yet manufactured in the region, | 
and the acute shortage of foreign exchange in the very 
countries that are most interested in obtaining this raw | 
material militates against the satisfaction of their growing | 
requirements by means of an increase in imports. Every- | 
thing seems to point to the fact that supplies will be in-| 
creasingly difficult to secure in the next few years. | 

Once these critical years are over, the internal rubber | 
supply may improve as a result of the steps that are being | 
taken. New plantations are being formed in Brazil and | 
other tropical countries and at the same time an attempt 
is being made to improve the utilization of existing 
resources in the hope of achieving a more intensive intra-| 
regional trade (Bolivia-Brazil). Nevertheless, the hoped- 


for results will not be enough in themselves.?? For this | 


*® Mexican production of caustic soda increased by 19 per cent | 
in 1958. The manufacture of rayon type soda was also inaugurated. 

6 World production is close to 2 million tons. 

*7 It is estimated that the increased Brazilian production of | 
natural rubber will be barely 30 000 tons in 1965 and 40000 in| 
1970, in comparison with projected requirements of 85.000 and | 
108000 tons respectively. (Consumption in 1958 was approxi- | 
mately 42 000 tons.) 


Table 68 


LATIN AMERICA: PRODUCTION OF TYRES FOR MOTOR-VEHICLES, 1955 TO 1958* 


(Thousands of units) 
SN ES IS SLE AT EE ET ET ES I SS SS CIS 1 SE ERE EY ELE SEI PE STE 


Tyres Inner tubes 
Country 
1955 1956 1957 1958 1955 1956 1957 1958 

Argentina 1154 I 084 1158 nadie (ARIK) OAK eas seavrgl? 
Brazil . an 2185 I 919 1985 2148 1 20'5 I 261 I 379 I 556 
Colombia, sae 293 430 442 369” D57e7 269 181 (181) 
Guba 5. eee IOI 130 156 (189) 47 58 59 (80) 
Coles... et. 146 189 174 I51 134 167 150 144 
INVEXICON, wy (naeke 893 931 930 I 088 510 584 615 672 
Retuveec es Sythe: 193 153 197 196 98 103 I40 I20 
Wrucuay =. 455 149 140 (142) (151) 68 (65) (66) (68) 
Wenezucia ls) Seen 417 481 576 675 307 420 472 521 
Latin America: 

Total. . ; 5 531 5 457 5 760 6 148 3 656 4004 4210 4 482 

Annual variation 

ACC eee Wee tae 8.4 —1.3 5.6 6.7 —0o.9 9.5 5.1 6.5 


SES LES EET EIT TSS I BE SSIS EET aS TT ET A 


Sources: See table 63. 


a Including smaller quantities of tyres for tractors in some countries (Argentina, Brazil, Colombia, Uruguay). 


> Provisional estimates. 


reason, active steps are being taken to initiate a synthetic 
rubber industry. The first plant of this kind in Brazil will 
probably be ready in about 1961 and is likely to be followed 
rapidly by others in Argentina, Mexico and Venezuela.?® 


(j) Pulp and paper 


Although year by year a notable increase can be observed 
in the different branches of pulp and paper production in 
Latin America (see table 69), there is still a wide gap bet- 
ween production and consumption. In 1957 and 1958, ag- 
gregate output of paper and board amounted to 1 354 000 
and x 491 000 tons respectively (which is equivalent to 
increments of 17 and ro per cent), but at the same time, 
the region’s imports still totalled as much as 900 000 and 
880 000 tons (see again table 69). The item which showed 
the most striking development within the aggregate ex- 
pansion registered in 1958 was newsprint, with a coefficient 
of about 50 per cent, but even so, domestic output was 
insufficient to meet more than a fifth of the region’s re- 
quirements. 

The increase of almost 11 per cent recorded in 1958 
with respect to production of pulp for paper was higher 
than the increment in paper manufacture. As a result the 
ratio of pulp to paper reached 0.39, which compares fa- 
vourably with the coefficient of 0.35 recorded in 1950. 

The most outstanding events in the development of 
the pulp and paper industry in 1958 were the initiation, 
in Mexico and Venezuela, of large-scale production of new 
paper grades, and the entry into production, in Chile, of 
the only Latin American newsprint plant working for ex- 
port. Another Chilean plant, to be completed in 1959, will 
be the first in the region to process sulphate pulp for 
foreign markets. 


(k) Cement 


Latin America’s cement production pursued its uninter- 
rupted upward trend, registering further increment in 
1958. But the rate of expansion declined appreciably for 


28 The future Brazilian factory at Caxias will have an annual 
capacity of 40000 tons of synthetic rubber (GR-S type). 


the second year in succession. After fluctuating around ro 
per cent for a number of years, it rose to more than 14 per 
cent in 1956, only to drop to 8 per cent in 1957 and to 
31 per cent in 1958 (see table 70). 

The conspicuous increase in production reflected the 
almost simultaneous maturing of larger investments effected 
by several countries in the immediately preceding years, 
either in order to attain self-sufficiency or something ap- 
proaching it (in the cases of Argentina, Brazil, Cuba, El 
Salvador and Uruguay) or to keep pace with the rapid 
increase in consumption (in the cases of Mexico, Vene- 
zuela, and up to a certain point, Colombia). The slackening 
of the rate of growth in the last two years can be attri- 
buted to various circumstances which combined to produce 
under-utilization of installed capacity in some countries 
(Chile, Cuba, Venezuela), or, at any rate, less than max- 
imum utilization (Argentina, Colombia, Mexico). Both 
the nature of the causes underlying this reduction in the 
rate of development and the fairly widespread interest 
aroused by the new projects indicate that the decline in 
expansion is probably transitory. In fact, in 1958, not only 
were several new projects put into operation to increase 
Latin America’s production capacity, but progress was also 
made in the preparation and implementation of others even 
in countries where the latest production figures were indic- 
ative of a certain degree of stagnation. 


3. Extractive industries 


In the two main branches of this sector — the mining of 
industrial metals and extraction of mineral fuels — the 
downward trend begun in 1957 continued. The market as 
a whole was still unfavourable as regards external prices 
and demand. Although the policy of subsidizing adopted by 
some Latin American countries was successful — especially 
in Mexico — in offsetting the repercussions of this situation 
on the volume of production, various contingencies of a 
temporaty nature arose which enhanced the effect of the 
contraction. Output in the most important export branches 
was definitively affected, even though increments were 
achieved in a few countries with respect of certain items. 
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Table 69 


LATIN AMERICA: PULP, PAPER AND PAPERBOARD PRODUCTION, 1956 TO 1958 
(Thousands of tons) 
EE 


Pulp for paper and board 


Paper and board 


Count j News- Other Total d 

pees Mechanical ey Chemical Total print papers Board Lag beg 

1956 
i pest). bit ce r5er 1.6 47.8 64.5 17.2 205.9 84.4 307.5 
noe : Mares aor sae 21.9 89.4 188.4 31.0 274.0 33.3 338.3 
Colombia cee — — 3.0 3.0 — 20.0 10.0 30.0 
Cuba ees. — — ~~ — — 36.0 — 36.0 
Chile ie ryt fa ne TIES a 2:5 20.0 11.2 41.3 8.0 60.5 
Mexico . . ee 20.0 — 120.0 140.0 —_ 244.0 61.9 305.9 
Peru ae ee — — 15.8 15.8 _ 21.8 E2:7, oe 
LOPE a Oe or 3.5 — _— 3.5 jie ae rd oe 

Menezuclay.. 4 3 — — _ — 4.5 

Latin America... . 133.2 23.5 270.5 435.2 59.4 884.0 210.3 I 153.7 

1957 
i : 82.6 314.6 

A Rifas eat Sabrent 13.9 act 47.4 63.4 TOYS) 220.0 

Bravil So gee ir, a ae 91.0 44.0 122.0 257.0 49.0 315.6 139.0 503.6 
Colombiayy, oases. — = 3.0 3.0 — 30.0 12.0 42.0 
Gubas ee atc boo: — — —— — 36.0 — 36.0 
Ghilemarinse ootete curs 20.8 — 2.9 PBT) 19.5 34.3 8.0 61.8 
IMexICO>S Mieke te aie 1.8 I24. 157.6 — 212.8 95.0 307.8 
JERE alah bd ape ah icy Mc — — 14.1 14.1 — 22.5 11.8 34.3 
irueuayie aa aces mee 1.0 — 6.0 7.0 —_ 25.0 10.0 35.0 
Wenezuclawune aa 7c — — = = <a 11.9 7.0 18.9 
Latin America... . 158.0 47-9 319.9 525.8 80.5 908.1 365.4 I 354.0 

1958 
JL ANOED Gh eG eee OB 17.0 Dns 55.0 74.5 13.0 220.0 122.0 355.0 
Brazilicn cde usin as thes 91.0 50.0 132.0 273.0 55.0 325.0 140.0 520.0 
G@olombiae -- jos co ce — — 3.0 3.0 — 30.0 12.0 42.0 
Gubar ces >. sete oe 7 = = — — 40.0 I0.0 50.0 
Chilexe a Sots! Sree 45.0 — 2.0 47.0 44.0 42.0 8.0 94.0 
IMT@XI COTS iio atin ci Bae 36.0 1.8 125.0 162.8 6.0 228.0 IOI.O 335.0 
Peters ere Paes ia heish 8 — — 15.0 15.0 — 20.0 16.0 36.0 
WruSuayme oe as I.0 —_— 6.0 7.0 — 25.0 10.0 35.0 
Wenezuclats esr a: — —_— — = as 17.0 7.0 24.0 
Latin America... . 190.0 54.3 338.0 582.3 118.0 947.0 426.0 I 491.0 


SR SPS EST FSSA TRESS OT LS ST ES SE EIS I I SEI SRE EY A CET TE BE EIS EE ESE ED PEI OLE ESI AOI EET EE EE FOE CTEM OED 


Sourcss: Direct information from Argentina, Brazil, Chile, Mexico, Peru and Venezuela. The estimates for Colombia, Cuba and Umguay are based on FAO, 
Yearbook of Forest Products Statistics; the periodicals American Legacy, Pulp and Paper, 1958 and Newsprint Service Bureau, Newsprint Data, New York. 


The contraction and drop in prices had an adverse effect on 
income from mining activities as well as on the capacity 
to import of the countries that depend substantially on 
their exports of mining products. Sala 

The striking expansion of zron ore mining in the region 
— which increased almost sixfold in volume in the decade 
1948-57, and a further 34 per cent in 1957 — died away 
in 1958 (see table 71). This was attributable to divergent 
trends. While it became difficult for Brazil and Peru to sell 
their ore on the United States market (their total iron 
exports dropped 22 and 32 per cent respectively, which ne- 
cessarily led to a cut in production), Venezuela’s iron ore 
exports more than made up for initial losses and Chile’s 
continued to make good progress. The substantial increment 
in Chilean production — 36 per cent — took place in an 
encouraging atmosphere as far as costs and sales contracts 
were concerned, and was also favoured by the improvements 
in port facilities. Everything seems to point to a recru- 
descence of the interrupted regional expansion in this 
branch in 1959. 

Since 1957, copper prices had dropped sharply on the 
world market. Nevertheless, production in 1958 would not 
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have been less than in the preceding year but for a pro- 
longed labour dispute in Chile. Even so, the decrease in 
the region as a whole barely exceeded 3 per cent and 
was caren al the same as that recorded for Chile itself 
(see table 72). Where Jead and zinc were concerned, the 
decline in Latin American production was only just becom- 
ing apparent in the second half of the year; it was slightly 
less marked in the case of lead than that of zinc, the 
respective reductions being approximately 2 and 8 per cent. 
In view of the general states of the world market, the prob- 
ability of a further decline in the near future may be 
discounted. The most marked contraction in 1958 (3514 
per cent) was in the amount of #77 mined. 

The mining of metal alloys showed no clear-out-trend. 
Manganese output rose in Mexico and dropped in Brazil 
and Venezuela. The trend for tungsten, chrome and nickel 
production is ill-defined; projects in hand and internal de- 
mand in some producer countries indicate a possible ex- 
pansion, but in the more distant future. 

Coal-mining, which has developed little since 1950, has 
remained at virtually the same level during the last few 
years (see table 73). 


Table 70 


LATIN AMERICA: CEMENT PRODUCTION, 1956 TO 1958 
(Thousands of tons) 


SS SA ET ST YS SPAS TES TIS SER ON REE 


Country 1956 1957 1958 
PAT CORUNA V8 wb see 2 029 2 340 2 444 
Bolivia Nala A aa 33 24 29 
BRAT INO tk Ly eS ies bs 3 267 3 376 Beal 
Molombia. <= 4. -P4. . I 220 I 251 I 213 
CSE) oli a aoa at Speman 613 651 (7oo) 
oS ee a eae 771 725 ely 
OCR Pay es Mn ot os ee 152 155 160 
mlSalvador .. . 5... 68 85 88 
Meratemala: |. 5 wea ka: 94 97 Sie) 
BAC RICOP MN bilo, SB a Deas 2 519 2 496 
PKCATACUA 5 “ee ea 42 43 40 
Pauamak 22. oe. dak ee 76 80* (80) 
EALASNAV Ks oa. Braise tes 14 I2 7 
erie ee ta ets a 552 547 612 
Dominican Republic. . . 263, 280 270 
mrugnay. 9. 4 (Base). . 348 424 440 
menezucla .. . =... I 451 I 747 I 616 


Latin America: 


Motte. ae oe Le. 13 270 14 316 14 816 
Rate of increase in re- 

lation to that recorded in 

the preceding year. . . 14.2 7.9 3.5 


Sources: See table 63. _ 
® Provisional data or estimates. 


In 1957, petroleum had escaped the depressive trends 
of the world market, the total volume extracted increasing 
by 11.3 per cent, of which 12.8 per cent corresponded 
to Venezuela and 4.4 per cent to the remainder of Latin 
America. By contrast, in 1958, both the production and 
price of crude went down. With respect to the former (see 
table 74), the reduction of almost 4 per cent in the regional 
total was due to a decline of over 6 per cent in Venezuela, 
since at the same time the rest of Latin America registered 
an increment of more than 9 per cent. Within this latter 
total, in its turn, the increase corresponded to a few coun- 
tries producing petroleum mainly for their own consump- 
tion to meet the needs of the rapid development taking 
place in their territory. In Brazil, extraction surpassed its 
level in the preceding year by 95.8 per cent, in Chile by 
28.5 per cent and in Mexico by 7.3 per cent. Latterly, no 
important variation has been recorded in the group of 
countries which are marginal exporters of crude — Boli- 
via, Colombia, Ecuador and Peru —, although not for this 
reason alone. A rapid change of trend is foreseeable in 
Argentina, where in 1958 extraction capacity was being 
used almost to the maximum, but Government measures 
taken at the end of the year to push up production with- 
out delay and cover the consumption deficit promise to 
have momentous results (see Part Two, chapter II, section 
on Argentina). ; 

Petroleum refining in the region has progressed with 
greater vigour than extraction of crude, recording in each 
of the last two years large increments of 12 and 8 per 
cent in Latin America and of 10 and 6 per cent in Ve- 
nezuela. In other countries, the increase was almost 14 
and 10 per cent in 1957 and 1958 respectively. There 
was a spectacular expansion of refinery capacity in those 
two years in Cuba; it rose from 466000 tons a year in 
1956 to 4382000 in 1958. (The latter total has not, of 
course, been fully utilized as yet.) The latest additions to 


installed capacity in Brazil, Colombia and Mexico were also 
noteworthy; Colombia and Mexico have become practically 
self-sufficient as regards the most important petroleum de- 
fivatives and can even export a certain amount, and Cuba 
is able to sell larger quantities of such derivatives abroad 
by processing imported crude. Projects for new refineries are 
in execution or about to be implemented in Brazil, Panama 
and Venezuela. There is a smaller-scale project in Guate- 
mala and one under study in Chile. Meanwhile, existing 
plants are being expanded in Argentina, Chile and Uruguay, 
and similar plans are afoot in Mexico and Venezuela. In 
several of the new or expanded plants, cracking and ca- 
talytic reforming units are being set up which will, in time, 
lead to significant changes in the composition of the deri- 
vatives produced and in the cost and income structure of 
the plants. 


4. Electric energy 


In 1950-55, the generation of electric energy for public 
use in the region as a whole had registered a cumulative 
rate of growth of 9.4 per cent, exceeding that of the 
previous quinquennium and even reaching 11 per cent in 
1955 and 1956. This rate then showed signs of slackening 
and in 1957 and 1958 the increments amounted to about 
9.3 and 8.5 per cent respectively (see table 75). In so far 
as can be judged from the data available, total electricity 
generated —including that produced by private companies 
for their own needs— increased almost 9 per cent in 1957, 
thereby reflecting the sustained endeavours of the manufac- 
turing, mining and petroleum sectors, in particular, to 
ensure a supply of energy from their own installations. 
Nevertheless, their initiative effort lost its original momen- 
tum in 1958, when the total expansion in electricity gener- 
ation seems to have been barely more than 5 per cent. 


Table 71 


LATIN AMERICA: IRON ORE PRODUCTION, 1950 AND 
1956 TO 1958 


(Thousands of tons of iron content) 


Country 1950 1956 1957 1958 
IATCeNtiNg eae 19 33 32 31 
Brazile a et ae E355 2778 2720 2 400° 
Colombial ae — 89 144 154 
Cubatst eee 4 4 8 (8)* 
Chilérs-S5s cera Ley 7t I 663 I 696 2 306 
IMCXICO™ oie eee ren ee 286 489 569 600* 
Perue ss) Seager oo I 561 2 076 I 580* 
Dominican Republic. . — 82° 89° 7o* 
Venezuclataeen ieee 1271 7 107 9842 10065 


Latin America: 
Total: 5 sete a. 39558 [21806 me iyec7 OMe Ly 20d 


Rate of increase in 
relation to that re- 
corded in the preced- 


{NOV CATA yan ee — 2355 34.1 — 
World (including 
UUSSReeee I16900 188100 202 200 


Latin America as a 
percentage of the 
worldtotalimen ssa. 3.0 6.8 8.5 


Sources: See table 63. 
2 Provisional estimates. A f , , 
b Including heavy and medium iron only, since the fine is not used. 
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Table 72 


LATIN AMERICA: PRODUCTION OF BASIC INDUSTRIAL NON-FERROUS METALS, 
1950 AND 1956 TO 1958 


(Thousands of tons of metal content) 


Copper Lead 
Country 
1950 1956 1957 1958 1950 1956 1957 1958 
PATOCNtINAg Te et eee (0.1) (0.1) (0.1) (0.1) 17.4 26.2 Tey 30.0° 
Bolivia 3 eee Re 4.7 4.4 3.9 2.9 31.2 21.6 26.3 22.8 
Brazileeesaie We kts ay tex: (0.0) (0.1) (0.2) (0.3) (1.0) (6.0) 5.88 (7.0) 
Guba som cokes «deat 21.0 14.6 13.9 13.0° — — — — 
(Chile sie ke 362.9 488.0 481.5 464.8 3.4 3.3 3.3% (3.3) 
BcuacOtes 9 ute oe. 0.5 = = — 0.2 — — — 
Guatemala es -- — _ — 3.0 10.9 9.2 (10.0) 
Invondurasiase. yep iiss Psee: — — _ — 0.3 2.1 eT (2.5) 
INESICOM ens eS) bas 61.7 54.9 60.6 65.0 238.1 199.6 214.9 201.9 
Penis en: lel xr ee bo 30.2 46.2 Se 53.6° 64.9 129.1 137.2 134.2 
WVenezudla, 9 4 2. la: — (1.2) (1.2) = = = ae a 
Total Latin America . . 481.1 609.5 618.6 599.7 359.5 398.8 AQT 411.7 
Rate of variation in relation 
to that recorded in the 
preceding year... . — 1.0 Tes) —3.1 — 2.5 5.6 —2.2 
World total (excluding 
the USSR, Continental 
China and Eastern Eu- 
rope) Pe ee) .242-70:0 3020.0 3,060.0 2 950.0* I 560.0 I 960.0 2 080.0 I 910.0* 
Latin America as a percent- 
age of the world total . 22: 20.2 20.2 20:35 23.0 20.3 20.2 21.6" ai 
| 
Zinc Tin 
Country 
1950 1956 1957 1958 1950 1956 1957 1958 
| 
Arpentinaleici ety: te: 13.5 24.8 29.5 35.4° 0.26 0.09 0.18 0.05 
LBYOV UNA Wes. Uae mete aire tear SPs 19.6 regal 19.7 14.2 31.71 Dig haa) 28.24 18.01 
BYE <a ota ieee — — _ (0.0) (0.05) 0.18 0.30 0.18 
Cuban He — — — = — = wei = 
hilew oie e Aree vs: 3 0.3 AG] 3.0 (3.0) —_— = as = 
ISCUAC OL mE eaten es ca) —— — — =. Lars =e —_— = 
Gunmen, . 5 wos 6 ee 0.3 18.8 13.9 (14.0) — — = abe, | 
Honduras eer eee a — — — — ae —_ es a | 
INFEXICOMEIE Ys Wes YS) Close 223.5 248.9 243.0 224.1 0.45 0.54 0.48 0.55 
Perera prnnigems ate 87.9 Scat 154.5 135.3 — 0.0 0.0 0.03 
WASTGATGIEW (Br, Lakeman — — ae =e _ one ae pes 
Total Latin America . . 345.1 487.4 cseuetsee: eee fess sulk Se 2 + || 
— —— 463.6 426.0 32.47 28.08 29.20 18.83 
Rate of variation in relation 
to that recorded in the 
preceding year .... — —o.8 —4.9 —8.1 — 3.6 4.0 —35.5 
World total (excluding 
the USSR, Continental 
China and Eastern Eu- 
WIE)) 5 o 2 6 6 So PxeWfeye! 2 800.0 2 800.0 2 610.0° 169.00 178.50 176.10° 
Latin America as a percent- 
age of the world total . 16.8 17.4 16.6 T6350 19.2 T5a7 16.6 


one } 
pores See table 63. 
NOTE: e figures referring to the gross volume of ores or concentrates were expressed on the basis of the available background i i i 
- ‘ eh assis nd information, i 
approximate metal content. When no other data was available, statistics taken from the publications of different Government departments ee Nomdcat 
sj pomyerted 2 bbs peaie way. These figures — all of which are for small amounts — appear in the table in brackets. 
rovisional estimates. 


Figures available on the additions to installed capacity for progress made with the projected works gives grounds to | 
public utility purposes are often provisional and simply believe that the region’s total installed capacity, which is at | 
indicate the approximate magnitude. In this connexion they present slightly more than 15 million kW. will be com- 
show annual increment of slightly more and slightly less pleted by the end of 1960 through the addition of a further 
than ro per cent in 1957 and 1958, respectively. 2.8 million (excluding the possibility of an expansion in| 

Most of the countries with nation-wide electrification Cuba, since no up-to-date information is available on proj- | 
programmes, usually co-ordinated over the long-term, have ects there). This additional capacity will be distributed | 
been continuing to implement them during 1958. The unevenly among the countries, since almost 45 per cent will | 
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Table 73 


LATIN AMERICA: COAL PRODUCTION, 1950 AND 1956 
TO 1958 


(Thousands of tons) 
SE PR EIS AES 


Country 1950 1956 1957 19584 
Argentina. ... . 26 152 206 264 
Braziek, phew O56 2234 2 073 2 202 
Colombia. . . . . roro I 900 2 200 2 200 
Oe ck 2287 2 278 2 101 I 999 
Biexico.. =. . 5: 912 I 408 I 421 I 471 
Reruge 6 fen... 196 I45 140 175 
Menezucla, . . 9. . 28° 31 35 37 


Latin America . 


photales nm. ie = = 6248 8 148 8176 8 348 
LL NS SCN 


Sources: See table 63. 
8 Provisional estimates. 
b 1951. 


correspond to Brazil, approximately 18 per cent to Mexico 
and 19 per cent to Venezuela. Meanwhile some other 
countries — Argentina and Chile in particular — will have 
to deal with a larger electric power deficit in the next two 
years. 


There are a number of specific plans on hand for 196r- 
65, many of them of far-reaching scope. It may be estimated 
that projects already in execution, and those which have 
not yet been initiated but are virtually sure of being so, 
add up to some 7.5 million kW in all. From these in con- 
junction with others contemplated (totalling about 3.5 
million), a new increment of 11 million kW would be 
obtained, which would be first utilized between 1960 and 
1965. With this second expansion, the relative proportions 
contributed by the different countries will have changed to 
approximately 27 per cent in the case of Brazil, 18 per cent 
in that of Argentina, 15 in that of Mexico and between 4 
and 6 per cent in the case of five other republics (among 
which Chile’s share is likely to be the largest). 

The implementation of this group of programmes does 
not imply that the rate of growth will be higher than at 
present, but it does call for heavy investment. It would 
mean the expansion of present capacity by approximately 
90 per cent by the end of 1965. This would exceed all 
previous forecasts and would help the industrialization 
process, which is currently hampered by bottlenecks. But 
the region would still be far from utilizing its hydroelectric 
resources to a really effective extent, the capacity of which, 
according to recent estimates, is not less than 120 million 
kW, apart from reservoir and regulation possibilities. 


Table 74 


LATIN AMERICA: EXTRACTION AND REFINING OF CRUDE PETROLEUM, 1950 
AND 1956 TO 1958 


(Thousands of tons) 


Extraction Refining 
Country 
1950 1956 1957 1958 1950 1956 1957 1958 

mArcentina S95 2 255 - 3357 4437 4858 50633 6 454 8 731 10 878 Ir 690% 
Bolivia . ties eget 80 417 466 448° 81 366 333 310% 
razor <)0.5. ees 38 530 I 321 2 587 74 5 662 6 380 6 890° 
RBolombidiees =) a5 4711 6 104 6 339 6 480 I 315 2115 2 325 3350 
ee he es 2 71 52 45 289 360 (1 300)" (1 300)* 
Crs eae Sheena eae 82 462 565 726 —- 960 997 I 119 
cuadot.t. 2s = = 347 451 421 409° 213 269 TB 292% 
PLeXICOM a ee utes en TO1363 12972 I2 630 13548 7 831 Il 343 II 827 12 830 
eC ees PAE 2 051 2 543 2 561 2 502 I 625 2 101 2 109 BOG 
posuguaye fb we — — — — 780 I 131 © 173 I I9t 

Olde) ee 2 OST 27 987 29 219 31 878 18 625 33 O51 37 595 41 197 
Rate of increase in re- 

lation to that record- 

ed in the preceding 

CAME nee 15, cys 5.9 4.4 9.0 9.8 13.7 9.6 
Benezuelar swe 679975 131 521 148 37 139 06 13, 337° 33 387 36745 39 069% 
Rate of increase in re- 

lation to that record- 

ed in the preceding 

ied Taner a eet — 14.2 12.8 08 =; 16.5 10.1 Ge 
Latin America . IOI 006 159 508 177 597 170 945 31 989 66 438 74 340 80 266 
Rate of increase... OLS, eS —3.7 L3% IL.9 8.0 

World (excluding 

Continental China) . 522900 839 800 884 300 894 400 
Latin America as a pet- 

centage of the world 

cota res. 19.3 19.0 20.1 19.1 


ine 

Sources: United Nations Statistical Yearbook 1958 and Monthly Bulletin of Statistics; official statistics; specialized periodicals and direct information. 

Note: The basic data from the non-international sources have been converted into tons according to the average density of petroleum in the country concerned 
or, in the case of larger imports of crude for refining, to the density of petroleum in the exporter country. The rates adopted were those of the United 
Nations Statistical Yearbook, except in the case of Mexico, when the figures supplied by PEMEX in terms of barrels were adjusted in conformity with 
the tons given in the international source. 

4 Provisional estimates. 
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Chapter II 


(INTERNAL 


THE INTERNATIONAL SITUATION IN SELECTED COUNTRIES 


A 


ARGENTINA 


I. INTRODUCTION 


Side by side with the basic problem of stagnation which the 
Argentine economy has been facing for years past, three 
other phenomena are observable, all closely inter-related. 
These are (a) the relative inadequacy of the capacity to 
import and the consequent external vulnerability; (b) the 
backwardness of certain basic sectors; and (c) price infla- 
tion. Although this whole set of factors accounts for the 
essential features of the structural crisis through which the 
country is passing, the most outstanding among them is the 
capacity to import, which has long constituted the funda- 
mental obstacle to economic development and to stability. 
One of the principal aims of the policy of economic 
reconstruction shaped at the end of 1955 was the elimina- 
tion of this external bottleneck. The fact that this objective 
has not yet been attained largely serves to confirm how 
critical is the balance-of-payments situation and how long 
it will take for the difficulties to be completely overcome. 
In 1958, the policy referred to tackled the balance-of-pay- 
ments problem on three different fronts, namely, (a) 
agricultural production for export, (b) petroleum produc- 
tion and (c) import substitution in respect of industrial 
goods. 

As regards agriculture, development in 1958 represented 
no advance in relation to the preceding year, partly owing 
to rather unfavourable weather conditions and partly be- 
cause in present circumstances the price incentive is appar- 
ently not strong enough in itself alone to promote any 
considerable expansion of production. In fact, now that the 
whole of the available cae in the pampas is taken up — in 
consequence of the development measures adopted as a 
logical reaction to the neglect from which farming had 
suffered — the desired improvement can only be obtained 
through an increment in yields per hectare and per worker 
employed, that is, with the introduction of new technology 
which will substantially raise productivity. Until this in- 
crease in productivity is achieved, the price incentive by 
itself can only mean that crop farming will expand at the 
expense of stock farming or vice versa, as soon as there 
is the slightest price disparity between the two activities. 
Thus, for example, from 1956 onwards such a disparity, 
brought about by the different rates of exchange applicable 
to crop and livestock production, led to a rapid liquidation 
of animal stocks. For this reason, maximum meat export 
quotas were imposed in 1958, and livestock prices con- 
siderably improved. In any event, both agricultural produc- 
tion and exports of agricultural commodities failed to 
register significant increases in relation to previous years. 
There is thus an imperative need for unflagging effort to 
improve rural productivity — a task which the Institute of 
Farm Technology (Instituto de Tecnologia Agropecuaria) 
(INTA) seems well fitted to undertake. 


With respect to petroleum, work began on the construc- 
tion of the oil and gas pipelines from Campo Duran to 
San Lorenzo, a project which in the near future is bound 
to ease the fuel supply situation and relieve the pressure on 
the balance of payments. But above all, the signing of five 
important contracts with foreign companies, granting them 
various petroleum concessions, is a move in the direction of 
complete elimination of imports of this product in the 
future. 

Progress was also made in the field of industrial produc- 
tion, especially with respect to important heavy industry 
projects already in existence. It must be emphasized that 
the increase in industrial production registered in 1958 was 
based solely on the expansion achieved in industries of this 
type, since those producing current consumer goods, as a 
whole, remained stationary. This is no new phenomenon, 
but merely corroborates the assertion that import substitu- 
tion possibilities have been virtually exhausted in respect 
of manufactures of this latter kind, and that such industries 
can grow only at the same rate as the population and in- 
come. 

In addition to the external bottleneck in the economy, 
mention has already been made of the lack of development 
in certain basic sectors (principally transport and electric 
energy) which operates internally in the same direction. It 
is these two kinds of obstacles, external and internal, that 
definitely prevent a vigorous recovery on the part of the 
gross product, and action is therefore also being taken to 
combat the difficulties they cause. The agreements con- 
cluded with two large companies in 1958 are designed to 
solve the electricity problem in Greater Buenos Aires, and, 
as regards the interior of the country, certain steps have 
been taken which will help to relieve the shortage. Need- 
less to say, the complete solution of the problem created by 
internal bottlenecks would entail heavy investment, most of 
which would have to take the form of imported capital 
goods. And here the external bottleneck once again comes 
to the fore as an additional hindrance to the progress which 
would bring the development of the basic sectors into line 
with that of the rest of the economy. 

Allusion was previously made to the extreme internal 
instability of the economy. The cost-of-living index fol- 
lowed a rapid upward trend in 1958, and came to constitute 
the most visible manifestation of the instability in question. 
As will be seen later, in section III, the inadequacy of the 
capacity to import and the lagging development of the basic 
sectors influenced the inflationary process. But, in addition, 
the year 1958 witnessed an excess demand and an increase 
in cost which rapidly forced up the price index. As regards 
the former, a salient part was played by the budget deficit, 
which was mainly determined by the higher remuneration 
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paid to personnel in the employment of the State, by 
pensions and superannuation grants and by the fact that 
the official public utility enterprises were run at a loss. The 
rise in costs was partly due to the exchange rate, which kept 
going up throughout the year, and, above all, to the general 
wage increases. 

The volume of Argentina’s external and internal re- 
sources was not large enough to afford a mass of manoeuvre 
whereby the vigorous growth of the per capita product 
could be promoted without risk of incurring greater difh- 
culties. On the contrary, in default of such a mass of ma- 
noeuvre, the attempt to attain the same end by means of 
an expansionist policy led to the creation of severer external 
and internal pressures. In view of this, at the end of the 
year the Government adopted an energetic and resolute 


IJ. EVOLUTION OF 


1. The capacity to import 


To judge from provisional statistics, the capacity to import 
was no greater in 1958 than in 1957. As in the latter year 
it had already remained stationary at the 1956 level, the 
figures for 1958 merely offer further evidence of a state of 
stagnation dating back to previous years (see table 76). 
During the first nine months of 1958, the quantum of 
exports was lower than in the corresponding period in 
1957, mainly because producers withheld wool from the 
market in the hope that the exchange rate for exports would 
improve. The concurrent expansion of meat exports did not 
suffice to offset the sharp decline in shipments of wool. 
But in the fourth quarter of the year the development of 
exports worked a radical transformation in the composition 
and volume of sales. In fact, animal stocks were so greatly 
reduced that meat export quotas had to be applied, with the 
result that smaller amounts were sent abroad. Sales of grain 
slightly increased in volume, and those of wool, once the 


Table 76 


ARGENTINA: BALANCE OF PAYMENTS IN 1957 
AND 1958 


(Millions of dollars) 


1957 1958® 
Capacity to import . I oro I 016 
Exports of goods . 975 974 
Services (net) ... 44 40 
Net inflow of capital — 9 — 18 
Imports (cif) . . . I 310 I 233 
Errors and omissions . 74 
Balance of payments . —= 236 — 217 
Compensatory movements 
Gold reserves . — 98 — 217 
Foreign exchange re bre eat + 28 
International credits (— = net re- 
ceipts ) “ie — 156) 


ER NL TT TT SEE ST aS PE ER ED I ETT ZIT ESE SE SSIES A PRE SORE ARTISTES 


Sources: International Monetary Fund; Statistical and Census Department 
of the Republic of Argentina (Direccién Nacional de Estadistica y Cen- 
sos de la Repiblica de Argentina), Sintesis Estadistica Mensual (Monthl 
Statistical Review); and monthly bulletins issued by the Banco Central. 

® Provisional. 
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THE 


policy designed to relieve these pressures and lay the foun-: 
dations for expansion combined with stability in the future. . 
This course of action — consisting mainly in measures) 
relating to exchange, credit and fiscal income and expendi-, 
ture, which will be discussed later — influenced the balance} 
of payments, production, the structure of the price system) 
and the control of inflationary expansion of effective de-. 
mand. | 
The structural crisis in the Argentine economy is far too) 
serious to admit of remedies that will take instant and fun-> 
damental effect. On the contrary, its nature is such as to call! 
for long-term action of the sort to yield results only after a} 
number of years have elapsed. Thus, strict and energetic’ 
measures recently applied, it will be some little time before | 
their success can be appraised. 


EXTERNAL SECTOR 


export exchange rate was raised, expanded considerably. | 
Consequently, the volume and value of exports were a little) 
higher in the year 1958 as a whole than in 1957, whereas | 
average export prices remained constant from one year to) 
the other (see table 77). 

The net figure for services remained positive, but was 4. 
million dollars lower than in 1957. Net capital movements | 
still showed a negative balance amounting to 18 million) 
dollars, and thus comparing unfavourably with the 9 mil-_ 
lion registered a year previously. It should be noted that in| 
1958 Argentina had to cope with a larger volume of amor- | 
tization of external debts and commitments, totalling some | 
58 million dollars. 

The most notable feature of this stagnation of the exter- 
nal sector was unquestionably the exceptional inelasticity of | 
the export quantum. This was attributable partly to the | 
failure of production for export to respond to the price | 
incentives offered, and partly to the long-term growth of | 
domestic consumption of the same lines of goods. At all. 
events, as may be seen from official statistics the value of | 
Argentina’s exports seems to have stood for some years at 
about 1 ooo million dollars. | 


2. Financing of the balance-of-payments deficit 


This evolution of the capacity to import was accompanied 
by a 9-per-cent reduction in imports in relation to the 
preceding year. Hence the balance-of-payments deficit, 
which in 1957 had been 226 million dollars, was approxi- 
mately 229 million at the close of the year (see again table 


Table 77 
ARGENTINA: COMPOSITION OF EXFORTS 
(Millions of dollars) 


1956 1957 1958 

Meat 241 257 295 
Hides . 66 60 59 
W/00lieeeigees aes or 124 LL; 99 
Grain and linseed . 283 267 267 
Miscellaneous. . 230 274 274 
Total 944 975 994 


Source: Statistical and Census Department, op. cit. 


76). Up to the third quarter of 1958, however, the balance- 
of-payments position was even more unfavourable than in 
1957. The resumption of wool exports and the more 
marked contraction in imports in the fourth quarter of the 
year were decisive factors in the achievement of the final 
result described. 

In contrast to the situation in 1957, Argentina had no 
external credits to help to finance the deficit in its account 
with the rest of the world.1 On the contrary, it had to draw 
upon its international reserves. Indeed, its total net reserves 
of gold and foreign exchange, which in December 1957 
had amounted to 323 million dollars, fell to 262 million 
by June 1958 and by December had dropped to the critical 
level of approximately 133 million. 


3. Exchange measures adopted 


The different factors that had been throwing their weight 
into the scale of the balance-of-payments deficit necessitated 
the adoption, in the course of 1958, of various measures 
relating to imports and the exchange system. 

In May 1958 the issue of import licenses was suspended. 
In some cases — normally when the total number of appli- 
cations in the first four months of 1958 exceeded by one- 
third those registered during the corresponding period in 
1957 — licenses already granted were cancelled, and many 
foreign exchange contracts were broken. In July, the issue 
of import licenses was resumed, and at the same time a new 
and much longer list of prohibited imports was drawn up. 
Authorized imports were divided into two categories. For 
the first of these, comprising imports regarded as essential, 
50 per cent of the foreign exchange required was provided 
through the official exchange market and 50 per cent 
through the free market.2 The second category, to which 
were relegated less essential goods, on open general license, 


* At the beginnings of 1959 Argentina obtained from the Inter- 
national Monetary Fund and from private credit institutions in the 
United States the sums of which details are given below. 

* At that time, the official exchange market quotation was 18 
pesos to the dollar and that of the free market approximately 
40 pesos. 


Il]. THE RISE IN PRICES AND 


After the upward movement of prices had slowed down 
somewhat between the last part of 1957 and the first 
quarter of 1958, in April the cost-of-living index began to 
rise so much more rapidly that by September it had in- 
creased by over 20 per cent, while between September and 
December it climbed 17 per cent higher still. With the 
exception of “housing” — where rents appear as frozen* — 
all other items showed an increase, although in varying 
proportions (see table 78 and figure IX). 


1. Basic pressures 


The basic inflationary pressures mentioned above included 
that exerted by a general excess of demand. In 1958 — 
especially during the second half of the year — this pres- 
sure was the result of a marked increase in the fiscal deficit. 


8 In practice, rents too are only partly frozen. 


subject to a certificate of need (certificado de necesidad), 
had to be paid for entirely through the free market. Only 
petroleum continued to enjoy preferential treatment, all 
imports being still effected through the official market. 

The system of aforos — the amount of foreign exchange 
per unit of merchandise that had to be negotiated through 
the official exchange market — was also discarded, broadly 
speaking, for all exportable commodities except grain and 
linseed. In the case of meat, hides and wool the rule had 
been that 65 per cent of the foreign exchange should be sold 
on the official and the rest on the free market. In Sep- 
tember, the aforo system was reintroduced at much lower 
rates, so that the effective exchange rate was a good deal 
higher. Apart from these alterations in the exchange system, 
new regulations were applied to prior deposits on imports, 
especially in connexion with time-limits and amounts. 

In 1958 the balance of payments had to carry amottiza- 
tion of external debts and commitments to the amount of 
about 58 million dollars, of which some 35 million corres- 
ponded to medium-term and the rest to long-term obliga- 
tions. Most of these commitments had been contracted in 
previous years. Estimates for 1959 and 1960 suggest that 
the amortization payments concerned will rise to 188 and 
317 million dollars, respectively. The increase represented 
by these figures is due to agreements reached with electricity 
companies, to petroleum contracts and to supply credits. 
The colossal burden on the balance of payments constituted 
by amortization on such a scale — despite the foreign 
exchange saving likely to accrue from import substitution in 
respect of coal and petroleum — must have combined with 
other causes to determine the adoption of the vitally impor- 
tant exchange measures officially announced at the end of 
the year. 

In accordance with these announcements, the new system 
entered operation early in 1959, the aims pursued being 
relative liberalization of foreign trade and unification of 
the two exchange markets formerly existing, together with 
the establishment of a single free and fluctuating rate. In 
reality, multiple exchange rates for exports and imports 
continued in operation through the system of retenczones 
(retention of a specific proportion of foreign exchange 
export earnings) and surcharges. 


THE ACCELERATION OF INFLATION 


According to partial data, the share of private investment 
in income seems to have been the same during 1958 as in 
1957. On the other hand, the fiscal deficit, which grew 
slowly during the first half of 1958 in both relative and 
absolute terms, expanded at a very intensive rate from June 
onwards.* 

The pressure exerted by the public sector was due only 
partly to Government investment. In reality, the substantial 
fiscal deficit originated mainly in heavier current consumer 
expenditure on the part of the Central Government and in 
the fact that State enterprises operated at an increasing loss, 
virtually subsidizing consumption of public utilities. 

Forecasts for 1958 placed total Government expenditure 


“ In previous years the Government had been able to finance part 
of its deficit by the non-inflationary method of resorting to pension 
fund savings. As from May 1958, the increase in pensions largely 
absorbed the resources deriving from social security contributions. 
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Table 78 


ARGENTINA: COST-OF-LIVING INDEX AND COMPONENTS, 1955-58 
(1955 = I00 


Year Total 


1955 
March pdrt i822 Peto rs 97 
JUDG, sopra oe weaker 100 
September an eer nae IOI 
December". © oe: 108 
1956 
March eae ar ae aco 104 
UNC ieee fe) te me II7 
September* 4% Peniey & 116 
Deceniberars ci: ac dentecton 125 
1957 
Matchieken 0h nn weve. FOR 2. 129 
Nunes? Day seers zach chs I4I 
Septem beranmenie esas te 1: 151 
December 5). 6 3 ane 157 
1958 
IMarchivin epg duray <, comb iatet 157 
JUNG seers od 2 ca bevy uae 182 
September ean macs te. 201 
December. St Pete 236 


Source: Statistical and Census Department, op. cit., Calculations revised with 1955 as base year. 


Figure IX 


ARGENTINA: COST-OF-LIVING INDEX AND ITS 
COMPONENTS 
(1955 = 100) 


SEMI-LOGARITHMIC SCALE 
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at about 45 000 million pesos, which, with due allowance | 
for investment economies, gave an estimated deficit of 2 000 || 


million. The drastic change for the worse undergone by 


this budget in the course of the year brought total expen- | 
diture up to about 65 000 million. Wage increases ac- | 


counted for 6000 million pesos of the additional sum, 


transfer outlays® for 8000 million and public works for 
about 4 000 million. In the fiscal year as a whole, ordinary | 
resources for the financing of this total expenditure do not | 
seem to have exceeded 45 000 million pesos. The fiscal | 
deficit may thus be estimated at not less than 20 000 mil- | 
lion — equivalent, that is, to over 40 ie cent of ordinary | 

rom social security | 
funds, special accounts and decentralized bodies), and to | 
8 per cent of net national income measured at replacement || 


resources (general revenue, credits 


cost. 


Data on net Government borrowing from the Banco || 
Central® provide an explanation of how the deficit was | 
financed and, in addition, a means of checking the figures | 
just mentioned. Such loans increased sharply in the first | 
quarter of the year, fell by mid-1958 and then climbed | 


again steadily and at a still more rapid rate. The December 
figure was three times as great as in 1957 (see table 79). 

The effect of the sweeping redistribution of income 
which took place as from March was to modify the Govern- 
ment’s relative share in national income and expenditure. 


On the one hand, the a sector had to cope with higher | 


salaries, heavier transfer outlays and a slight expansion of 
investment; on the other, the growth of Government rev- 
enue did not keep parallel with the rise in nominal total 
income which precipitated the inflationary process. Only ad 


valorem taxes increased, but with a time-lag and at a lower 


level, while the taxes payable on the inflationary increment 


® Including 5 400 million corresponding to the increase in the 
deficit of State enterprises. 
® Excluding official deposits. 


Table 79 


ARGENTINA: OFFICIAL LOANS BY THE BANCO CENTRAL 
(Millions of pesos) 


p Yeele 
vances Provin- mats 
to inter- Publi jal : 
Year fap poe aT Loans i nhs Dies ‘S vee Totala 
ab tes tend Central 
1956 December . 665 _ 4 329 373 524 4 843 
1957 December. . I 242 2725 4165 446 I 346 7 232 
1958 January. . . I 242 2 793 4184 454 I 349 7 324 
IMarchy faeub. I 242 2748 6 473 456 412 IO 507 
MNCs ys I 242 2 494 5 110 490 335 9 OOI 
September . : I 242 3071 I0 307 542 112 15 050 
December? . I 242 4 623 18 861 593 119 25 200 


SS RE SFE I EERIE TE ES EE 


Source: Banco Central de la Republica Argentina, weekl 
® Excluding changes in the Economic Rehabilitation Bon 


balance-sheets. 


(Bono de Saneamiento Econémico). For this reason, 


and because ha absorption of the money supply is not allowed for, the figures in this table differ from 


those in table 81, line 2. 
b As at 23 December. 


in private income will not reach the hands of the Govern- 
ment until 1959. This was the source of the considerable 
fiscal deficit which was financed almost entirely by means 
of loans from the Banco Central and, towards the end of 
the year, by the sale of bonds to the commercial banks. 

As will be seen later, these official loans combined with 
other factors to give great liquidity to the banking system, 
and the latter, pursuing a flexible credit policy, placed such 

/ample monetary resources at the disposal of the private 
| sector that it was able to finance not only the higher costs 
deriving from wage increases and the devaluation of the 
exchange rate, but also private investment. This is especially 
true with respect to construction; its credit resources rose 
from 29 000 million pesos in December 1957 to 33 000 
million in October 1958. In other words, the possibilities 
of a struggle between the two sectors for a major share in 
the economy’s real available resources were greatly increased 
by the banking system, in a manner conducive to inflation. 
__ The current account of the balance of payments must 
here be taken into consideration. When the balance is nega- 
tive — i.., when imports of goods and services exceed 
exports — the implication is, of course, that some part of 
domestic expenditure has been externally financed, and this, 
in the final analysis, constitutes a factor which tends to 
neutralize the pressure of demand. In 1958 the balance 
showed a deficit; yet, since it represented much the same 
sum in pesos as in the preceding year, it did little in reality 
to relieve the pressure in question. 

As a tule, by a traditional process of expansion, this 
pressure of demand is reflected in an increase in employ- 
ment and real income, provided that total supply is sufh- 
ciently elastic. When, however, the expansionist process is 
confronted with supply inelasticities, because of shortages 
or immobility of certain factors — transport, energy, skilled 
labour — or for other reasons, it leads to a rise in prices. 
Such was the case with the Argentine economy in 1958, 
when relatively rigid supply conditions were created by the 
bottlenecks in the production sectors to which reference 
has already been made. 

During 1958, the dollar value of imports declined by 6 
per cent. To judge from the evolution of the composition 
of imports in the past year, this downward movement ad- 
versely affected supplies of some kinds of machinery, 
certain metals and various raw materials. The value of fuel 


imports likewise dropped sharply, but the explanation seems 
to lie in the fall in the c.i.f. price of petroleum. On the 
other hand, imports of iron and ironware, which apparently 
contracted in the two preceding years, expanded consider- 
ably (see table 80). By the last quarter of 1958 the 
domestic market shortage of certain chemical products — 
including Solvay and caustic soda — and some raw ma- 
terials, such as rubber, had become more acute, and copper 
supplies too began to dwindle. At the same time, the 
deficiencies already noted in electricity and transport per- 
sisted. 

All this partly explains why, in spite of surplus demand, 
the volume of labour employed in industry, for example, 
did not increase substantially.* Nevertheless, thanks to more 


7 Employment indices, as well as indices of man/hours worked, 
wages and quantum of industrial production are on a fixed base. 
This fact, together with the absence of any recent adjustments based 


Table 80 


ARGENTINA: COMPOSITION OF IMPORTS, 1956-58 
(Millions of dollars) 


1956 1957 1958 
Consumer goods. .... . 124 122 Ior 
INon=durablemrera men acre 73 53 57 
Durable: Eat ee on 51 69 44 
Ruelss 5, see) cone, ee 256 321 254 
Raw materials and interme- 
Aiahé producers 463 558 555 
Metals'408. = tae se Mies. tr cee: 195 208 240 
INon-metalSa aera 268 350 315 
G2pitdla2 00d ae 280 307 323 
Building materials . . . . 23 24 25 
Agricultural machinery and 
equipment. Bees vty 49 oF 38 
Industrial machinery and 
eq Ul pinent senar amen HY) 104 148 
Transport machinery and 
equIpMentigey ne. ses) 91 rz 109 
NW ERRATA IOUS: ei. 3 oe 4 3 3 
LOVES, TMQ. Sam eT ot he I 127 I 311 I 233 


SourRCcE: Statistical and Census Department, op. cit. 


intensive utilization of the factors employed, the quantum 
of manufacturing output expanded by 4 per cent in relation 
to 1957. 

The effects of the inflationary factors described were in 
no way attenuated by monetary policy. On the contrary, this 
latter was extremaly expansionist during a large part of the 
year and served to finance not only part of fixed investment, 
but also speculative stock-piling. At the end of the year, 
however, this policy was reformed on lines which will be 
analysed later. 

Until November 1957, the banking system continued to 
operate under the regime existing at the end of 1955, 
whereby the commercial banks were authorized to provide 
credits freely only from their own capital and reserves, 
while the bulk of their credit operations had to conform to 
regulations on the use they were allowed to make of the 
deposits which they held as agents of the Banco Central. 
In November 1957, the deposits were returned to the com- 
mercial banks, although only up to the limits of the re- 
sources which they had received from the Banco Central. 
The remainder of the deposits were gradually unfrozen in 
accordance with a 2-year programme. The change in the 
system did not at first involve any major alterations in 
the restrictive monetary policy which had been followed 
throughout the whole of 1957. 

In 1958, except in the second quarter of the year, the 
money supply was flexible enough to meet the substantial 


on industrial census statistics (the findings are not yet available), 
leads to underestimation of the presumably rising trend registered 
by the three items referred to. 


requirements of money in circulation deriving from the 
rise in costs and prices. The monetary system was thus a 
factor tending to encourage the inflationary process, despite 
the sporadic efforts of the Banco Central to restrict the 
possibilities of credit expansion by the commercial banks. 
It was unquestionably the increase in the loans granted by 
the Banco Central to the Government, and monetary policy 
itself, which necessarily had to be adjusted to the existence 
of a deficit in the public sector, that fostered such expansive 
tendencies. Except in the quarter mentioned, the loans were 
large enough to more than offset the limiting effect of the 
balance-of-payments deficit. Thus the primary money sup- 
ply’ followed a fairly marked upward trend (see table 81). 

At the same time, this expansion of the primary money 
supply was exceeded by that registerd in the means of pay- 
ment of the private sector, as a result of the credits granted 
to the latter i the commercial banks. This caused a general 
slump in the cash holdings of the commercial banks. In 
other words, despite the increase in the primary supply, 
there was no corresponding increment in the net cash in 
the hands of the commercial banks. Consequently, in the 
second quarter the proportion of private deposits held in 
cash came very close to the legally-established minimum. 
This might have necessitated the adoption of a restrictive 
credit policy at the very time when wages rose sharply. 
However, the reduction of minimum cash reserve require- 
ments gave the necessary liquidity to the banking system. A 
regulation had in fact been in force since 1957 requiring 
commercial banks to maintain a minimum cash reserve 


8 Net creation of money by the Banco Central. 


Table 81 


ARGENTINA: MONETARY SITUATION IN 1958 
(Millions of pesos) 


Changes in monetary reserves". : 
Changes in loans to Government”. 
Changes in primary money supply°. 
Changes in means of payment®. . . . 
Changes in cash supply for the banking 
SV SLGLU GAmerce wns any ars en ear ee a a 
Loans from Banco Central to commercial 
banks (including advances and redis- 
counts ) ae & le Oe ee 
Changes in net cash assets of commercial 
banks see nenen-ee ee eos. eh me erm nee 
Changes in bank loans to private sector 


Net cash as percentage of total deposits? 
Loans from Banco Central to commercial 
banks as percentage of total deposits" 


December- March- June- September- 
March June September October 
We: — 907 — 291 — 962 
+2 275 —1 406 +6049 +4074 
+1 503 —2 313 +5 758 +3 112 
+4 250 a SB = ES: +3 700 
—2 747 —2 850 SOS — isis: 
62 — 630 — 587 — 68 
+4 292 —I 476 +6212 +1 164 
+2050 +2 026 +7 123 +2 838 
March June September October 
1958 1958 1958 1958 
(Percentage) 
26 24.3 30.4 30.8 
14.7 14.0 a3) OG) 


Source: Banco Central de la Republica Argentina, Boletin Estadistico (Statistical Bulletin). 


* Changes, between the months indicated, 
purposes of estimating the means of payment. 


Sum of the two preceding concepts. 


ono fF 


Difference between changes in the prima 


in international reserves as calculated by the Banco Central for 
Net changes in official loans. Figure used by the Banco Central to explain changes in means of payment. 


Sum of money in the hands of the public and sight deposits of private individuals. 
money supply and changes in the means of payment. This concept 


is an expression of the changes observable in the supply of cash available to the commercial banks after 


computation of changes in the primary money suppl 
the possibilities for the expansion of credit on the 


the total expansion of the money in circulation; i.e., 


asis of the commercial banks’ own cash assets. 


t Difference between total cash assets of the commercial banks and loans received from the Banco Central. 
8 Percentage relationship between the net cash in the hands of the commercial banks and total bank deposits 


made by the private sector. 


3 


and total deposits made by the private sector. 
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Percentage relationship between loans from the Banco Central to commercial banks (including rediscounts) 


ge to 20 per cent of sight deposits and ro per cent 
of long-term deposits, as well as minimum cash holdings 
amounting to 30 per cent of new deposits. As a result of 
the lack of liquidity referred to, and the adoption of an 
expansionist policy, especially during the last part of the 
April-June quarter of 1958, the marginal rate of 30 per 
cent was reduced to 15 per cent and subsequently abolished. 

During the third quarter, liquidity was restored to the 
banking system, as a result of a substantial increase in loans 
granted by the Banco Central to the Government. And 
although the means of payment continued to expand very 
intensively, the net cash reserve of the commercial banks 
exceeded the legal minimum. This was possible thanks to 
the familiar mechanism whereby (a) the expansive capacity 
of credit is greater than the amount held by the banks and 
(b) a considerable proportion of credit remains in the 
hands of the banks as a cash reserve. Thus the banking 
system, while increasing credit significantly, but not to so 
great an extent as the size of its cash reserve would have 
allowed, was able to raise the proportion of total deposits 
represented by this cash reserve from 24.3 to 30.4 per cent 
(see again table 81). 

By the last quarter of 1958 the increased liquidity in the 
banking system, the growth of inflation and the pressures 
exerted on the balance of payments seem to have induced 
the Banco Central to change its monetary policy. The legal 
minimum cash reserve required for new deposits was raised 
to 30 per cent. A minimum cash proportion of 50 per cent 
of deposits as a whole has been compulsory since that date.° 

In November, the Government’s monetary difficulties 
were partly solved by the sale to the commercial banks of 
bonds which represented a large sum and apparently may 
be regarded by such banks as reserves, although actually 
they have not been so considered in practice. 


2. The rise in costs 


Among the factors influencing the rise in costs which took 
place during 1958 was the persistent exchange devaluation, 
an implicit acknowledgment of the existing disparity be- 
tween internal and external prices. The import exchange 
rate altered in keeping with the efforts made to curb 
imports as a means of reducing the balance-of-payments 
disequilibrium, and to prevent a loss to the Treasury as the 
result of exchange discrepancies, which would otherwise 
have been incurred on account of the need to raise the 
export rate to a level compatible with the normal develop- 
ment of exports, and which would have had significant 
inflationary effects. The device used to achieve this repeated 
devaluation consisted in the establishment of aforos at suc- 
cessively lower levels and the total or partial transfer of 
more commodities from the official to the free market. In 
January 1958, 25 per cent of the foreign exchange accruing 
from exports and 29 per cent of that relating to imports 
was negotiated on the free exchange market. By September 
these proportions had increased to 38 and 34 per cent, 
respectively. As a result, between January and September 


® At the same time the 2500 million pesos’ worth of prior 
import deposits, up till then held by the Banco Central, were 
transferred to private banks in frozen accounts. This transfer actual- 
ly constituted a corresponding increase in minimum cash reserve 
requirements. 


Table 82 


ARGENTINA: AVERAGE RATE OF EXCHANGE 
(Pesos to the dollar) 


Year Exports Imports Free market 

LO5SG tes te sels Be 2 18.3 20.9 35.8 
TOS 7 cee ta ef 21.6 23.8 40.2 
1958: 

Nanay 22.9 237 37.3 

Narcan Dae 24.7 38.7 

UNE AT Pa. 24.6 24.7 42.1 

September. . . 30.1 29.9 49.6 

December*. . . 38.9 40.0 66.1 


Source: Estimated on the basis of data published by the Statistical and 
Census Department, op cit. 
a Provisional. 


the average weighted export rate was raised by 31 per cent 
and the import rate by 26 per cent (see table 82). 

In the case of export commodities like meat, hides, wool, 
certain crops, etc., for which there is no official support 
price, the internal price level is set by the conversion of the 
international price into pesos at the exchange rate in force. 
If this rate goes up, the domestic currency price of such 
commodities on the Argentine market rises. The progressive 
devaluation which took place in the course of 1958 thus 
pushed up domestic prices of the commodities concerned.1° 
In the case of those other basic export commodities — grain 
and linseed — which do enjoy the benefit of support 
prices, the increase was brought about by direct official 
price-fixing. However, as many of these prices proved 
higher than the corresponding world market quotation, it 
became necessary to raise the export exchange rate con- 
cerned.11 In other words, developments for this group were 
the opposite of what took place in the former instance; the 
rise in the domestic price preceded devaluation. 

In short, the exchange devaluation directly influenced the 
cost of living when it affected prices of consumer goods 
and indirectly, through the rise in production costs, when 
it influenced prices of raw materials and capital goods.’ 

Another of the factors that played a decisive part in the 
rise in costs was the increase in wages, which, apart from 
its direct impact on costs, gave the initial impetus to the 
spread and acceleration of the inflationary process. 

In May 1958 a mass increase in wages was decreed, 
which raised them 60 per cent above their 1956 level. It is 
estimated that this increase plus the increments registered 
since May implied a rise in wages in the main urban 
activities — industry and commerce — of approximately 
30 per cent in relation to their level in that month. 


10 The size of the price increase for each commodity affected by 
devaluation will depend on its competitive position in the domestic 
market, the magnitude of the domestic supply as compared with 
world exports, the share of the exports concerned in domestic pro- 
duction, the reaction of the pertinent supply and demand to price 
fluctuations, etc. Furthermore, if the exchange devaluation sub- 
stantially improves exporters’ profits, it may well happen that they 
reduce the international price of the commodity in order to push 
foreign sales. In such circumstances a minor increase in the domestic 
price may coincide with a rise in peso profits. 

11 For the size of these price increments see section IV below. 

12 The only alleviation of this price increase derived from the 
establishment of maximum prices at the consumer level, and from 
a few subsidies still implicit at the end of the year in the structure 
of exchange rates for imports, as in the case of liquid fuels. The 
exchange reform at the end of December eliminated this subsidy. 
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ITV. ECONOMIC GROWTH AND THE SECTORS OF PRODUCTION 


1. Gross product and investment 


In 1958 the gross product, measured at 1955 prices, in- 
creased by about 2.5 per cent, almost as much, that is, as 
the population. Although the product of the industrial 
sector regained a rate of growth which it had lost in the 
two preceding years, the stagnation of the product in the 
agriculture and services sectors and the slow progress of 
the trade sector tended to offset this positive movement 
(see table 83). 

Although there was a lack of elasticity in the response 
of the gross product to the expansion of nominal demand, 
gross investment rose by 4.5 per cent, thanks to the influ- 
ence of the demand in question, of the import substitution 
achieved during the year and of development programmes 
in the basic sectors and the dynamic industries. It should 
be pointed out that an unprecedented increase (of 14 per 
cent in relation to the 1956 figure) had already been 
registered by investment in 1957, and that as a result the 
product-capital ratio had climbed from 17.7 to 20.2 per 
cent. In 1958 the further additions to fixed investment 
raised this ratio to almost 20 per cent. 

It should be borne in mind that social capital accounts 
for a high proportion of Argentina’s stock of capital, and 
its rate of replacement probably absorbs a considerable 
share of gross investment. Again, with the passage of time, 
the figure corresponding to renewal of total capital increases 
cumulatively and tends to constitute a larger proportion of 
the gross product, if this latter remains stationary or grows 
slowly, as has been the case in Argentina during recent 
years. Presumably, therefore, the high rate of gross invest- 
ment in 1957 and 1958 does not represent a considerable 
net addition to the stock of capital. 

In contrast to this high rate of gross investment, con- 
sumption did no more than maintain its 1957 level, the 
implication being that per capita consumption in fact de- 
creased. This decline is attributable to the inflationary 
process and to the stagnation of the gross product. 


2. Manufacturing 


During 1958, manufacturing production reached a level 
almost 5 per cent higher than in 1957, a development 
which compared very favourably with the scanty progress 


Table 83 


ARGENTINA: PRODUCT BY SECTORS AND GROSS 
INVESTMENT 


(Thousands of millions of pesos at 1955 prices) 


1956 1957 1958* 
Crop farming... . = - 12.9 13.6 14.4 
Stockafarmingie Sia 6 Ge 12.2 11.8 10.8 
Manufacturing. . .. . 33.4 34.5 36.1 
IMURIG Srareits i Ae ese Gr ey) Dey 1.8 
Mirade@meemey ik. keen 37.9 40.0 41.4 
Miscellaneous. . ... 48.5 51.6 51.3 
Gross product. By i 146.6 152.2 155.8 
Gross fixed investment. 25.9 30.8 32.3 
Investment coefficient 
(percentage)”. 17.7 20.2 20.7 


SS I LE SE EY ET ESS I IS CES SOY AO ENE EEE) 

Source: Data calculated on the basis of official statistics of sales, produc- 
tion and imports. 

8 Provisional. : 

> Percentage relation between gross fixed investment and gross product. 
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registered in the latter year (see table 84). This increment | 
was due to the growth of production in durable goods 


industries as a whole, since those producing non-durable 
goods expanded at a rate of only 3 per cent. ; 
Among durable goods, the groups termed “Stone, mineral 
earths, glass, pottery, china and earthenware’, “‘Non-elec- 
trical machinery and vehicles’?% and ‘‘Metals’’ raised their 
output. On the other hand, production declined in the 
groups “Wood and wood manufactures” and ‘Electrical 


machinery’. With respect to non-durable goods, the most _ 
‘“Made- | 


substantial decreases were recorded in ‘‘Textiles’’, 


up textile goods” and “Leather and leather products” | 
(chiefly footwear). Production in the food manufacturing | 


industries declined in respect of the items ‘‘Chilled and 
frozen meat’’, “Macaroni and similar products’, ‘“Choco- 


late’ and “Tinned fish”, while that of other staple food- — 


stuffs expanded. Increments were also shown by “Tobacco | 


manufactures”, ‘‘Chemicals and chemical products’? and _| 


“Paper and board”. 


Despite the expansion that took place at the outset, | 


various factors hampered the development of many branches 


of industry. The new list of imports established in July | 


was highly restrictive, and a number of lines of manufacture 
were forced to draw on their inventories in order to 
continue operations. Some industries were so severely af- 
fected by the shortage of raw materials — rubber, for 
example — that they had to close down temporarily. 

Attention must also be called to the fact that since the 
electric plant at San Nicolas was connected up there have 
been no further additions to existing generating capacity, 
and although energy supplies improved in 1958, industry 
is still obliged to close down for one day a week. 

Apart from the shortage of certain kinds of skilled 
labour, during a considerable part of the year the restric- 
tion of imports precluded normal replacements of capital 
equipment (mew equipment and spare parts). 


However, according to official announcements, various 


projects are to be undertaken which will necessarily be of 


fundamental importance in the future development of the | 


dynamic industries, improving the co-ordinated integration 


of industrial growth and making the country less dependent 


on supplies from abroad. Special mention should be made 
of the following cases in point: the iron and steel industry, 
manufacture of lorries and tractors and of railway rolling- 


18 As there was no increase in construction and assembly of 
machinery, the increment registered was due to repair work. 


Table 84 


ARGENTINA: QUANTUM OF MANUFACTURING OUTPUT | 


(1956 = 100) 
Durable Non-durable 
Total goodsa goods 
E957) ae ke os 103, III 99 
LOSS oe aceee es Sik 107 120 102 


SS SRR PS BRE A I I BY FP SAE 


Source: Statistical and Census Department, Boletin Mensual de Estadistica, 
Year III, No. 9. 

a In view of the coverage of this series, which, broadly speaking, excludes 
many of the new lines of domestic production, this index is less repre- 
sentative than that of non-durable goods. 


stock, ship-building and the petrochemical industry. All the 
ee concerned are designed to solve, in different stages, 

asic problems caused by sectoral bottlenecks, and to attain 
objectives which will facilitate the vigorous expansion of 
the gross product.1* 


3. Electric energy 


The electric grid for Greater Buenos Aires has at present 
a production capacity of over one million kW, while the 
load is the highest permitted by the various circumstances 
governing the production of electric energy. The reason is 
that requirements are heavy in relation to installed capacity. 
In 1958, as in previous years, it was impossible to satisfy 
the additional demand for electricity, since the inadequacy of 
installed capacity led to the maintenance of certain restric- 
tions on consumption and prevented the installation of new 
connexions for industrial, commercial and other enterprises. 
Consequently, such enterprises continued producing more 
and more electricity on their own account throughout the 
industrial belt on the outskirts of Greater Buenos Aires. 

Furthermore, the relief afforded by entry into operation 
of the San Nicolas plant at the end of 1957 was only very 
relative, partly because of the magnitude of the gap between 
energy production and requirements, and partly because 
certain technical difficulties arose. Existing programmes 
contemplate the generation of a further 125 000 kW for 
Greater Buenos Aires. The relevant agreement was signed 
at the beginning of 1959 and credit was granted by the 
Export-Import Bank. The plant might enter production 
by the end of 1961. Moreover, the year 1963 might witness 
the completion of the first stage of a 600 000-kW super- 
station which is to be constructed. 

Until all these additions are effected, it will still be dif- 
ficult to supply Greater Buenos Aires with sufficient electric 
energy. The situation will be worse in 1959 than in 1958, 
and will be still further aggravated in 1960. 

In the interior of the country, where difficulties also exist 
in some districts, the potential of the projects in course of 
execution at the end of 1957 totalled 500 000 kW. In 1958 
the Nahuil 1° plant, at present serving the San Nicolas 
area (Mendoza), was connected. Moreover, arrangements 
are being made for the construction of the big Chocdn 
hydroelectric plant, on the River Limay, which may have 
a potential of 700 000 kW. Of this amount, 40 per cent 
will be firm potential. Part of its production will help to 
meet the Greater Buenos Aires deficit, while the remainder 
would be available for industrial services within the area. 

In September, the Government and the enterprise opera- 
ting Argentina’s most important grid — the Compahia 
Argentina de Electricidad (CADE) and the Compania de 
la Provincia de Buenos Aires (CPBA) — concluded an 
agreement based on the establishment of a new company 
which handles a major share of assets, against the surrender 
of bonds to a nominal value of 6 000 million pesos within 
the space of two years. Over a term of ro years, the Govern- 
ment will liquidate 10 per cent annually of the nominal 


14 ECLA has made a thorough study of the sectoral requirements 
entailed by a given per capita increase in the product. For the 
findings of its research, see the report entitled El desarrollo econd- 
mico de la Argentina (E/CN.12/429/Add.2) — Spanish only —, 
Part Two, section B, ‘Las industrias dindmicas y la sustitucion de 
importaciones’. Part One of the revised version of this study has 
already appeared in print (E/CN.12/429). In the course of 1959 
two other volumes will be published, in the first of which the 
section referred to will be included. 


value of the bonds, after revaluation on the basis of the 
deterioration in the purchasing power of the peso. 

The agreement also stipulates that interest at an annual 
tate of 10 per cent be payable on each year’s balance of 
bonds still to be redeemed. Furthermore, CADE has pledged 
itself to supply or obtain the credit — amounting to 23 
million dollars — required to finance the installation of the 
new 125 000-kW equipment. 

In December, a similar agreement was signed by the 
Government and the ANSEC group. In this case, however, 
specific provision is made for the company to reinvest the 
funds accruing from the redemption of bonds in the con- 
struction of a new plant. 


4. Petroleum 


The fuel situation has gradually been creating a serious 
problem for the economic development of Argentina. Since 
consumption has increased more rapidly than production, 
fuel imports have come to absorb a growing share of the 
capacity for external payments. In the case of petroleum, for 
example, the value of imports in 1957 exceeded 170 million 
dollars.° In 1958 the corresponding amount dropped to 
about 145 million dollars, on account of the fall in the 
cif price of petroleum, but even so, this figure was equi- 
valent to 7o per cent of the year’s balance-of-payments 
deficit. From another standpoint, it should be stressed that 
imports represented approximately 62 per cent of consump- 
tion. 

In 1957 the issue of requests for tenders resulted in the 
signing of a contract for the construction of oil and gas 
pipelines from Campo Duran to the coast. It is calculated 
that by 1967 the transport capacity of this project might 
suffice to provide an estimated maximum of over 6 million 
tons of petroleum equivalent, of which not less than 4 
million could be carried in 1962; this would imply replace- 
ment of 50 per cent of current imports by domestic produc- 
tion. In 1958, a beginning was made on the construction 
of the oil pipeline, which, according to estimates, may 
enter operation in 1960. The necessary works will entail 
an outflow of foreign exchange between 1958 and 1963 
that will total about 111.5 million dollars,1° while the 
resulting import substitution is computed at some roo mil- 
lion dollars annually. However, the relief which will be 
afforded as from 1960 by this additional supply of fuel is 
sure to be very quickly neutralized by the rapid growth 
of consumption (at an approximate annual rate of ro per 
cent). 

With a view to the complete solution of the petroleum 
problem, several supremely important steps were taken in 
1958 in the shape of a series of contracts with foreign 
companies for the production of petroleum. One of the 
contracts signed and in process of implementation — pro- 
duction has already begun in part — relates to the oper- 
ation of oilfields in the Mendoza and Santa Cruz area. 

Under the terms of another of these contracts, the firm 


15 Of these imports, 90 million dollars’ worth were purchased 
against foreign exchange which at that time was non-convertible 
— mainly free currencies —, and 80 million from the dollar area. 

16 This investment covers the gas pipeline to Buenos Aires, 
which will enable petroleum gas to be used for the expansion of 
capacity to generate electricity for the capital; hence no additional 
coal or fuel-oil imports will be required. The pipeline will like- 
wise supply gas to various places in the interior through which 
it runs. The fundamental problem of fuel supplies for the genera- 
tion of electric energy in Greater Buenos Aires will thus be solved. 
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concerned will be responsible for the work of drilling on 
the northern flank of Comodoro Rivadavia, in a zone where 
prospecting has already been carried out, as well as for 
the construction of an oil pipeline. 

There is a third contract which has not yet been officially 
made public, and which is apparently very similar to the 
one just described. Unlike the others, however, this contract 
requires the company to prospect for oil in two new areas, 
constituting a prolongation of the northern flank of Co- 
modoro Rivadavia. 

In December two new contracts were concerted. One of 
these, besides allotting the area to be prospected, stipulates 
that the company shall construct an oil pipeline from Neu- 
quén to Bahia Blanca, the cost of which is estimated at 23 
million dollars, on the basis of long-term financing and in 
accordance with the petroleum transported. Another grants 
a concession of 30 000 square kilometres for prospecting, 
to be progressively reduced as follows: 30 per cent before 
the expiry of 3 years from the date of the concession; 50 
per cent in 5 years’ time; and 75 per cent after 7 years, so 
that ro per cent of the original area will be left by the 
time the contract has been in force for ro years. This 
system seems to ensure that work will be begun promptly 
and carried out as quickly as possible. 

Yacimientos Petroliferos Fiscales (YPF) is forging ahead 
with its own development programmes, which include the 
oil pipeline from Campo Duran to San Lorenzo of which 
mention has already been made. The State enterprise is 
keeping the best of the northern oilfields in its own hands, 
and has taken over the Standard Oil (ESSO) deposit in 
the same area. 

Prospects for 1959 as regards petroleum production, and, 
therefore, import substitution and the easing of the balance- 
of-payments situation, do not seem any brighter than in 
1958, except with respect to the amounts that Argentina 
can import on credit, under the terms of the contracts 
signed. Apart from this, progress is slowly being made 
towards a considerable expansion of refining capacity, to 
cope with the additional requirements of crude which area 
consumption estimates will entail. 

If the production programmes implicit in the contracts 
mentioned are duly implemented within the time limits set, 
Argentina’s output will substantially increase by 1962, for 
not only will that of the State enterprise, according to 
estimates, expand by over roo per cent, but also the most 
important oilfields covered by the contracts will enter pro- 
duction. It is feasible to expect that by the end of 1967 
Argentina may become self-sufficient, thanks to the com- 
bined efforts of the official and private enterprises.17 The 
net foreign exchange saving which will be represented by 
import substitution in respect of petroleum cannot yet be 
established, since for the moment no background data are 
available on which to base an assessment of the foreign 
exchange payments which will have to be faced on account 
of the projected expansion of production. 


5. Agricultural production 


Agricultural production was only 2 per cent greater in 
1957/58 than in the preceding farm year. Different trends 


17 If this is so, the projections formulated in the ECLA study 
will probably be fulfilled in 1962, and by 1967 may even be 
exceeded by 10-20 per cent. Argentina might then be in a position 
to export. See El desarrollo econdmico de la Argentina, op. cit., 
especially Part Two, section C (E/CN.12/429/Add.3), which will 
be published in the third volume of the printed edition. 
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Table 85 


ARGENTINA: QUANTUM OF TOTAL AGRICULTURAL 
PRODUCTION, AND BREAK-DOWN BY MAIN DESTINA- 
TIONS (EXFORT OR DOMESTIC CONSUMPTION) 


(1953/54 — 1955/56 = 100) 


ES A TE 


Farm year 

1956/57 1957/58 

Agricultural production®*. .... . 105 107 

Production of crop sector. .... 102 107 
Mainly for: 

Domestic consumption’. . . . 96 104 

Exportes oY ee Bee 112 II4 

Production of livestock sector. . . . IIo 107 
Mainly for: 

Domestic consumption’. . . . 107 109 

EX DO lta wl ecg eka n one sculls I1O 106 


A } 


Source: Data supplied by the Statistical and Census Department and the 
National Meat Board (Junta Nacional de Carnes). | , 

Figures for this item are inconsistent with those given in table 83 for 
the gross product of the agricultural sector because of a conceptual dis- 


=) 


tinction. In the present table the decline in animal stocks is not taken | 


into account. : kf , 
Including grain (except rice), linseed, sunflower, maize, millet and tung. 
Including all other crops not covered by 2. 

Including milk, goat's flesh and eggs. 

Including meat (except goat’s flesh) and wool. 


Rooge 


were registered, however, in the crop and livestock sectors. 
In fact, while in the former the quantum increased by 5 
per cent, in the latter it fell by 2 per cent, and this pet- 
centage would be much higher if the production index took 
no acount of the beef obtained from animals of which the 
slaughter did not represent normal extraction but liquida- 
tion of stocks. 

In the crop sector, it was production primarily for in- 
ternal consumption that showed the greater increment, ris- 
ing by 8 per cent in relation to 1956/57. Production of 
traditional export commodities, on the other hand, exceeded 
the previous farm year’s levels by only 2 per cent (see 
table 85). 

Among the various circumstances underlying this de- 
velopment in the crop sector, attention should be called 
to weather conditions. Broadly speaking, they were not 
very favourable for winter crops, with the result that a 
contraction was registered in sowings and a still greater 
reduction in the area harvested and in yields. This meant 
that the wheat, rye, oats and barley crops decreased, and 
only in the case of linseed was production comparable with 
that of the preceding agricultural year (see table 86). 

With respect to spring and summer crops the situation 
was different. Weather conditions were on the whole more 
favourable and facilitated an expansion of the areas sown 
and harvested. The maize crop was about 80 per cent larger 
than the previous year’s and constituted Argentina’s record 
since the 1947/48 season. The sunflower harvest increased 
by 21 per cent in relation to that of 1956/57. 

These crop fluctuations caused considerable changes in 
the composition of exportable surpluses of grain and lin- 
seed. Table 87 shows that only in the case of maize did 
they increase to any appreciable extent, while in general the 
remainder declined. In terms of constant prices,’ however, 
exportable surpluses decreased by only 3 per cent in rela- 
tion to those of the previous harvest, falling from 442 to 
430 million dollars. 


18 Weighted by 1958 world market prices. 


Table 86 


ARGENTINA: SOWING AND HARVESTING OF AREAS UNDER STAPLE CROPS 
IN THE PAMPAS 


(Millions of hectares) 


Farm year 1956/57 


Farm year 1957/58 


or) Area Area 
Sown Harvested Sown Harvested 
Winter CrOps san: han ee eae 9.7 12.9 8.1 
Guienonse Gross, oo o 6 5 6 4. Bat 4.8 4.0 
17.5 12.8 Eso, 12.1 


SourcE: Ministry of Agriculture. 


a Millet, barley for fodder and for brewing, rye, oats and linseed. 


b Maize, peanuts and sunfllower. 


Production of other crops primarily intended for the 
domestic market sufficed to ensure normal supplies. Still in 
relation to the preceding season, mention may be made of 
a slight reduction in the output of root and tubers and a 
fairly sharp drop in that of tobacco. Increments were reg- 
istered for almost all other items, and in some cases were 
considerable; sizable export surpluses of sugar and cotton, 
for example, were left after domestic demand had been 
satisfied. Pulses in general and wine also showed fairly 
substantial increases. Fruit and vegetables remained at the 
same high levels as in the preceding year. 

The livestock sector is of such vital importance for the 
Argentine economy that developments here in 1957/58 
are worth somewhat more detailed analysis. Broadly speak- 
ing, slaughtering of the various species declined. The 11.3 
million head of cattle slaughtered in the year represented 
a decrease of about 700 000 head, and once again includ- 
ed a high precentage of calves. According to available 
data, inventories as at 30 June 1958, amounted to only 
40.5 million head, that is, 3.5 million less than a year before 
and about 6.5 million below the figure registered two years 
previously. Thus, of the 11.3 million head of cattle slaugh- 
tered in 1958, which yielded 2.4 million tons of meat, a 
high percentage represented stocks. 

The reduction of cattle inventories to only 40.5 million 
head confronts Argentina with a serious problem. If it is 
assumed that the liquidation of stocks was discontinued as 
from the date mentioned — which seems unlikely —, and 
if the slaughtering of 20-23 per cent of the herds is re- 
garded as a normal rate of extraction, this will mean that 
from 8 to 9 million head will be slaughtered in 1959. In 


view of the urgent need to reconstitute herds, the National 
Meat Board estimates that this figure must be kept down 
to 8 million head, which will represent an output of only 
I 760 000 tons of meat. So abrupt a drop in production 
(25 per cent) from one year to another will create grave 
difficulties for Argentina, which the authorities are plan- 
ning to overcome by reducing consumption through higher 
consumer prices for meat and the restriction of slaughter- 
ing. According to estimates, Argentina’s exportable surplus 
in 1959 must not fall below 500 000 tons.?® Since 650 000 
tons were exported in 1958, this will imply restricting 
consumption to 1 260 000 tons, that is, only 61 kilogram- 
mes per capita in the year, as against 86 kilogrammes in 
1958 and 95 in 1957. 

The causes and the various repercussions of the decline 
in cattle stocks have already been analysed in some detail in 
the Economic survey of Latin America 1957. Suffice it to 
point out here that the explanation lies partly in the com- 
petition for the use of the factors of production which tra- 
ditionally grows up between a country’s crop and stock 
farming, when technological improvements in agricultural 
activities have not yet been as widely introduced as is neces- 
sary. As soon as productivity is substantially increased by 
the application of modern techniques, this competition for 
such basic resources as the land itself is relegated zpso facto 
to a secondary place. Lastly, it should be mentioned that 
in the first half of 1958 the advantage enjoyed by the crop 
sector in respect of relative prices was once again manifest 


1° In the fourth quarter of 1958 export quotas had already been 
fixed which apparently will not allow this figure to be exceeded. 
2° Op. cit., Patt Two, chapter II, section II.1, pp. 107 ef seq. 


Table 87 


ARGENTINA: PRODUCTION, CONSUMPTION AND EXPORTABLE SURPLUSES 
OF SELECTED COMMODITIES 


(Millions of tons) 
eS EE BR EE LE TE IIS IES EAL LE LESTE ENTE LR ELI EF Bk SE ETS TESTS 


Farm year 1956/57 


Farm year 1957/58 


Commodity 

vdieo Avner — Hane Were, ene 
Barley a) lst ee 1.36 0.43 0.93 1.01 0.44 0.57 
Oatsicie., \ orale s 1.14 0.75 0.39 1.00 0.76 0.24 
Ryesnsits «oles 0.88 0.44 0.44 0.63 0.45 0.18 
\WAovere, a 7.10 3.28 3.82 5.81 3.34 2.47 
Tinseed') 2) 0.62 0.18 0.44 0.63 0.19 0.44 
IMaizeaes Spence i 2.70 2.19 0.51 4.81 2.30 2.51 


SS ENS LAA SR PES I TE TS I TE ELE IEA I LE SI A IT AE CS ODODE TEST ETE 


Source: Ministry of Agriculture. 


Table 88 


ARGENTINA: PRICES OF SELECTED COMMODITIES 


(Pesos per quintal) 
a 


Farm year 
Commodity Prices 
fixed 
Wheat®. Ue a he 75 
Oats? oer eer 60 
Barley antares cmenm : 60 
Ryser ee eee 60 
IN Bilbo ieweerree ae oy LAne nea 100 
Linseed sete rei es 165 
Sunowera aera aes 135 
Becfts. Cha ae ee — 


received» 


Prices 


1956/57 Farm year 1957/58 received: 
‘difierence 
j j Prices 
ae fe received» OS 
1956/57 
75 100 I0O 33 
63 60 85 35 
69 60 90 30 
68 60 79 16 
103 100 102 — 
214 165 218 2 
187 135 I91 2 
309 — 306 — I 


Source: Statistical and Census Department, monthly bulletins. 


Farmers’ sale prices. 
Semi-hard. 

Yellow. 

For brewing. 


mroRoaeen 


Minimum prices fixed by the Ministry of Agriculture. 


Farm price of live steers. Meat prices received during the calendar year 1957 are taken as referring to the 


farm year 1956/57; the 1957/58 prices for livestock are derived from prices in the first five months of 1958. 


(see table 88). The adoption of the new exchange rate for 
meat exports in the second half of the year represented an 
attempt to restore the balance of relative prices in some 
measure. Moreover, the exchange reform decreed at the end 
of December and brought into force early in 1959, inas- 
much as it makes general provision for a lower retencion 
on livestock products, will tend to stabilize still further the 
balance between the two sectors, by limiting the liquidation 
of stocks and facilitating the transfer of resources from 
crop to stock farming, which can be effected over the 
short term, as experience shows. Nevertheless, prices fixed 
for the 1958/59 harvest registered considerable increases 
where the main types of grain for export were concerned. 

In any case, as has already been stated, the expansion of 
agricultural production also depends upon the introduction 
of more advanced farm techniques. During the year the 
organization of the Institute of Farm Technology (INTA) 
was completed. This Institute was created by Act No. 21680, 
of 4 December 1956, to promote, stimulate and co-ordinate 
the development of agricultural research and extension serv- 
ices and to expedite, by means of the fundamental benefits 
deriving from the application of up-to-date techniques, the 
improvement of farming and of rural life. 

Besides absorbing the agricultural research and extension 
services maintained by the Ministry of Agriculture, the 
Institute has reorganized its work programmes, expanding 
the projects under way and launching others. Among the 
expanded programmes may be mentioned genetic improve- 
ment of various types of seed to produce resistance to dis- 


ease, pests and drought; pasture improvement and manage- 
ment; soil identification and conservation, etc. Experiments 
in the application of fertilizers and an agronomics pro- 
gramme appear among the new plans. The first stage of this 
latter will be concerned with research into the problems 
of farm management and land use economics. Novel as- 
pects of the INTA programme include the application of 
atomic energy in research work; co-ordination of activities 
with the provinces;?? and the operation of agricultural ex- 
tension centres as an integral part of the experimental sta- 
tions, with the twofold mission of putting farmers into 
touch with the findings of the research conducted and sub- 
mitting crop and stock farms’ problems to the experimental 
station for study. Moreover, the farmers’ representatives 
play a very active part in the running of the Institute and 
in the decisions adopted on work programmes, through 
their membership of the Board of Directors and of the 
advisory councils of the various experimental stations. This 
Institute was endowed from the outset with adequate re- 
sources for its early stages, and the continuance of this state 
of affairs is greatly to be desired. Its work is of fundamental 
importance, and upon it seems to depend, in large measure, 
the possibility of achieving the necessary increases in pro- 
ductivity in the agricultural sector. 


** The Act constituting the Institute contemplates the possibility 
that the provinces may participate in its programme. This implies 
the co-ordination of functions and resources designed to serve such 
ends. Several provinces have already subscribed to the activities of 
the Institute. 


V. MEASURES ADOPTED AT THE BEGINNING OF 1959 


The foregoing analysis of developments in the economic 
field in 1958 only serves to confirm the serious nature of 
the problems at present besetting the Argentine economy. 
Their origin dates back several years, in the course of 
which the structural maladjustments hindering the vigorous 
growth of production have gradually come into being. As 
a result of the need to lay firm foundations for the future 
building-up of the product in conditions of stability, the 
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expansionist policy pursued during much of 1958 has been 
superseded by one of a more energetic nature. The measures 
adopted bear mainly on structural maladjustments, the bal- 
ance of payments and effective demand. This last aspect 
implies action designed to settle the fiscal deficit, to restrict 
the growth of bank credit and to remodel the price system 
on more realistic bases, in such a way as to eliminate price 
disparities which for many years have been distorting and 


listurbing both economic prospects and the structure and lev- 
‘1 of total demand. Needless to say, all the steps taken 
n the course of 1958 with respect to petroleum produc- 
ion, additional capacity for the generation of electric energy 
ind the development of heavy industry, the products of 
vhich will be used to replace onerous imports, constitute a 
very important and positive part of the policy in question 
ind represent a resolute endeavour to remedy the main 
nternal economic bottlenecks.The other measures adopted 
vartly serve the same end, but are also designed to solve 
aroblems relating to external bottlenecks and internal in- 
stability. 

In the field of exchange, apart from the establishment 
of a single market and a single free and fluctuating rate, 
1 system was built up under which the free importation of 
nerchandise was limited only by exchange surcharges and 
rior deposits varying according to the nature of the goods 
oncerned. For this purpose three schedules were drawn up. 
Che first, on which the main items were petroleum, news- 
srint and rubber, comprised those goods which could be 
srought into the country without either prior deposits or 
exchange surcharges, neither was a prior deposit required 
or the second category, consisting primarily of raw ma- 
erials, but it was subject to a 20-per-cent exchange sur- 
harge; the third, including capital goods and semi-manu- 
actured products, required a prior deposit in some cases 
‘most capital goods) and fixed an exchange surcharge of 
fo per cent. Other imports not appearing in these three 
chedules can be freely brought into the country, although 
n their case an exchange surcharge of 300 per cent is 
tablished, as well as prior deposits which must be main- 
ained for 180 days and which may amount to as much 
Is 500 per cent of the value of the goods. 

For exports, too, there is basic rate, which is applied 
nainly to sales of manufactured goods; a retencidn on this 
ate of ro per cent, chiefly with respect to sales of livestock 
wroducts; and another of 20 per cent primarily applicable 
© agricultural commodities. 

In any event, the exchange reform meant that the average 
mport and export rates rose substantially, especially the 
ormer. In order to give support to the new system in its 
atly stages and mitigate the pressure of demand for for- 
ign exchange, the Government obtained authorization from 
he International Monetary Fund to withdraw Argentina’s 
ust remaining 75 million dollars, and at the same time 
ecured credits from the Government of the United States 
nd from private United States institutions to a value of 
54 million dollars. 

In its monetary aspect, the new course of action followed 
ill be radically different from the expansionist policy that 
revailed during most of 1958, and even more stringent 
van that pursued in 1957. Nevertheless, by the end of 
958 certain measures had already been adopted which also 
snded, although less intensively, towards credit restriction. 
Jot only was the legal cash minimum of 30 per cent of 
eposits maintained, but also the cash reserve required for 
ew deposits was raised to 30 per cent at the beginning 
f 1959. Consequently, the minimum cash reserve which 
ill in reality be compulsory in 1959 will amout to 60 
er cent. It would seem that the new restrictive policy will 
kewise be based on the establishment of clearly-defined 
mits for the periodical expansion of credit and on in- 
eased freezing of means of payment through changes in 
e amount and term or prior import deposits. 

With respect to the fiscal deficit, the authorities an- 


nounced their intention of reducing it to more manageable 
figures. To this end, legislation was passed in January 1959 
sanctioning a tax reform that had been submitted to Con- 
gress in September 1958 and that raised income tax rates. 
In addition, the yield of this tax will be further augmented 
by the increase in taxable income which took place in 1958 
as a result of inflation, and taxation on which is of course 
collected in the following year. But, furthermore, the 
Treasury will have at its disposal the resources accruing 
from exchange surcharges and retentions, as well as the 
yield of the 13-per-cent tax on grain exports. 

It is also intended to bring action to bear on public 
expenditure with a view to lessening the fiscal deficit. At 
the beginning of December, five decrees were issued with the 
aim of cutting down expenditure by means of the ration- 
alization of administration, freezing of posts, suppression 
of vacancies and curtailment of expenditure and purchases 
both inside and outside the country. It was subsequently 
announced that there would be an effective reduction in the 
number of public employees. The elimination of subsidies 
on consumption of fuels and public utilities — which 
carried so much weight in the 1958 deficit — is included 
in the plans for the rechannelling of economic policy. 

Taken as a whole, all these measures are applicable on 
three different but inter-related fronts. In the first place, 
they affect balance-of-payments liabilities, inasmuch as they 
attempt to restrict imports, mainly through increased cost- 
liness and financing procedures, as well as by means of 
import substitution. Secondly, an attempt is being made 
to enlarge the positive balance through the development of 
production for export, mainly on the basis of the higher 
prices obtained as the result of exchange devaluation. The 
object of these two lines of action in conjunction is to 
eliminate the sectoral bottlenecks of which mention has 
several times been made. The last of the aims pursued is 
the prevention of an increase in total demand, by means 
of the combination of a series of exchange and credit 
measures with others relating to salaries, wages and pensions 
as well as to public income and expenditure. 

Attainment of the foremost of these objectives — relief 
of the balance-of-payments deficit — really comprises two 
stages. The first consists in reducing imports, or at least 
checking growth. It should be noted in this connexion that 
while the level of imports in 1958 — about 1 200 million 
dollars — was more or less critical from the standpoint 
both of their absolute value and of their composition, a 
temporary reduction of some significance (perhaps about 60 
million dollars) can be effected. But, on the other hand, 
the imperative need to solve the problem created by the 
backwardness of the basic sectors, as well as the pursuit 
of an energetic import substitution policy in respect of in- 
dustrial goods, call in the initial stages for large quantities 
of imports of capital goods which the country cannot effect 
in present circumstances. The question therefore arises as to 
whether the import level referred to can be lowered over 
the short term, and, if so, to what extent. However, the 
attempt to reduce balance-of-payments liabilities is also 
linked, in a second stage, with the remedying of the 
sectoral deficiencies to which attention has been drawn. If 
the arrangements with respect to petroleum and electric 
energy and the projects under way in the iron and steel 
and chemicals industries, etc., are viewed as a whole, it 
seems certain that within the space of a few years the 
obstacles at present placed by the sectors concerned in 
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the way of growth and stability can largely be overcome. 
And from another standpoint, this development will like- 
wise tend to relieve existing balance-of-payments tensions. 


BiR A Zoe 


I. INTRODUCTION 


The main difficulties which have been besetting the Bra- 
zilian economy for some time became considerably worse 
in 1958. The balance-of-payments deficit, which in 1957 
was 200 million dollars, rose to approximately 280 mil- 
lion, which is virtually equivalent to one-third of the ca- 
pacity to import. One of the factors that was instrumental 
in aggravating the external imbalance was a further slump 
in the international price of coffee, Brazil’s staple export. 
However, national currency earnings in the coffee sector 
reached a very high level, largely because the Brazilian 
authorities financed a substantial and increasing volume of 
unsold inventories. This, and other factors such as the 
growth of fixed investment in the public sector, were res- 
ponsible for maintaining and subsequently intensifying in- 
flationary pressures which gathered further momentum from 
the devaluation of the cruzeiro. The rise in internal prices, 
which was 9 per cent in the first half of 1958, reached 
24 per cent in the second half, as against 4 per cent for 
the whole of the previous year.?? 

These conditions, which to a certain extent may be con- 
sidered endemic, just as they are in other Latin American 
countries, were accompanied by adverse events of a circum- 
stantial nature. For instance, an exceptional drought seri- 
ously affected agricultural production and normal market 
supplies for the north-east of Brazil, a region which in 
any case lags behind the rest of the country. 

Nevertheless, Brazil’s economic situation was far from 
being wholly unfavourable. Most of the difficulties men- 
tioned are not the outcome of a stagnant economy with 
growing structural weaknesses. To a certain extent, the in- 
flation and balance-of-payments deficit are inherent in a 


a These percentages refer to the wholesale price index excluding 
coffee. 
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As regards the expansion of the capacity to import, tl 
ptimary emphasis has hitherto been laid on the price ij 
centive for agricultural production for export. 


development process that is relatively vigorous, and are a 
companied by dynamic changes which should gradually lea: 
to a more balanced economic structure and greater natione 
integration. 

On the basis of the data available for the moment, . 
may be estimated that Brazil’s real gross products ir 
creased by between 5 and 6 per cent in 1958. This rat 
of growth is a slight advance on that registered in 1953] 
and is equivalent to the annual average for 1945-54. I 
1958, the increment in the gross product was partly derived 
from the progress made by the heavy and capital goo 
industries, which are now forging ahead of the consum 
goods industries and are achieving import substitution 11 
nearly every case. Together with the expansion in produce 
activities, continuous and in some cases intensified effort 
were made to eliminate or reduce the deficiencies stil 
observable in some key sectors of the economy. The invest! 
ment involved in such efforts was partly responsible for the 
lack of improvement in the real consumption level of the 
bulk of the population. 

Other specific steps continued in 1958, such as the metal. 
ling and extension of the road network into the interio: 
and the construction of a new capital (Brasilia), in ordes 
to attract settlers to newly opened up areas with vast eco- 
nomic possibilities. It is hoped that these measures wil 
help to solve, over the long term, the problems arising 
from the relative scarcity, or unsatisfactory use for institu: 
tional reasons, of natural resources in regions such as the 
north-east where the population is highly concentrated. 

The disequilibrium in the balance of payments, the in 
flationary process, and the changes in the level of the 
product and in the economic structure will be dealt with 
in some detail in three separate sections. 


II. THE GROWING BALANCE-OF-PAYMENTS DEFICIT 


Brazil’s present balance-of-payments situation is highly cri- 
tical. It is undeniable that the worsening of the difficulties 
in 1958 was largely a result of the internal inflationary 
imbalance, but it was also due to a further deterioration 
of the terms of trade following the steady drop in coffee 
prices. 

As the situation of the world coffee market was analysed 
at length elsewhere in the present Survey (Part One, chapter 
II) ,?3 it will suffice to point out here that the intensification 
of export restrictions provided for in international agree- 
ments and which affected mainly Brazil, failed to stabilize 
the price of coffee, although it did succeed in preventing 
ruinous competition among producers. As may be observed 
in table 89, coffee exports in 1958 were 158 million dollars 
(19 per cent) less than in the preceding year. Although 
shipments increased from September onwards, reaching 12.9 


28 See section II, r. 
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millon bags in the year as a whole as against 14.3, millior 
in 1957, the adverse behaviour of prices played a greater 
part in determining the fluctuations in sales value. 

As regards other exports, the substantial increment ir 
cacao sales, chiefly due to a better harvest, and to the 
adoption of an energetic trade policy, should be mentionec 
first (see again table 89). Moreover, in June 1958, th 
Brazilian authorities devalued the exchange rates applicable 
to exports of primary commodities other than coffee anc 
cacao by more than 25 per cent.?4 In previous years, the 


*4 In 1958, Brazilian exports were divided into five categories 
according to the exchange treatment applicable. The first categor 
(coffee) and the second (consisting exclusively of cacao and it 
derivatives) were allotted exchange rates of 37.06 and 43.0 
cruzeiros to the dollar respectively. In June 1958, the exchang 
rates applied to the third category, which included, inter ali 
pinewood and manganese ore, and to the fourth (cotton an 
sugar) rose from 55 to 7o and from 67 to 92 cruzeiros to th 


| Table 89 foreign investment. In conclusion, it may be asserted that 


the deficit on the services account was a good deal smaller 
than in 1957, owing to the important part played by the 
drop in transport costs. 

From 1953/54, the gross volume of foreign capital re- 
ceipts followed a rapid upward trend in Brazil. In the first 


BRAZIL: EXPORTS, CAPITAL RECEIPTS AND 
AMORTIZATIONS 


(Millions of dollars) 


ga! hele place, Brazil received large loans from the Eximbank and 
Motal exports. ......... Pao2 reve other financial organizations. In addition, Act No. 1807 of 
ESE SE: Aca ie ba ae eee 846 688 1953 and Instruction No. 113 of the Department of Cur- 
Total exports (excluding coffee) 546 555 rency and Credit (Superintendencia da Moeda e do Cré- 
| at Teer “ape, ee Ke 118 so — SUMOC) accorded favourable treatment, and, 
Bea eh Lot wer sere Bo My ze therefore, considerable encouragement, to those imports 
| orl tea IA ae 2) G4 52 of capital goods which could be paid for in instalments 
Becralsiey RIN OAH, OF. 85 69 and to those involving no expenditure of foreign exchange, 
Miscellaneous. . 2 2. 2 2... 216 234 respectively.2> In 1957, help was also received from the 
Be eoital ua ean oe Ae 451 a2 United States in the form of agricultural surpluses sold 
GE En ga ee 243 328 against payment in local currency. ‘ 
@let capital receipts. . ..... 208 97 The latter type of assistance slightly increased in 1958, 
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Sources: SUMOC, Boletim_Mensual; Banco do Brasil, Comércio Interna- 
cional; Banco do Brasil, Relatorio 1958. 


sale of such commodities had partially suceeded in offsetting 

the repercussions of the coffee slump on total foreign 
exchange earnings. The exchange reform was intended to 
boost these sales. In the case of sugar it did in fact help to 
reinforce the favourable effects of the increase in Brazilian 
production; in other instances, however, its effectiveness 
was reduced by adverse internal and external conditions. 
For instance, cotton sales registered a further substantial 
decrease, owing to the decline in exportable surpluses. In 
addition, mineral exports, which had experienced an unusual 
boom in recent years, were to some extent affected by the 
recession in the United States metalurgical industry. In 
conclusion, as may be seen from table 89, aggregate exports, 
excluding coffee, were only very slightly higher in 1958 
than in 1957. 

Data on services are still provisional. Payments for 
import freight and insurance, which had amounted to some 
180 million dollars in 1957, dropped to 145 million in 
1958. In fact, the volume of foreign purchases contracted 
and freighters lowered their rates. As regards financial 
services, available data (which are subject to revision) sug- 
gest that they decreased in 1958 in relation to 1957, a 
development which seems somewhat paradoxical in view 
of the steady increase in Brazil’s foreign debt in direct 


dollar respectively. Lastly, some exports of little relative importance 
at the moment, such as manufactured goods and precious stones, 
were transferred to the free market as from October 1958. 


and made it possible for a significant percentage of wheat 
imports to be financed without recourse to foreign exchange. 
Moreover, the Brazilian authorities received the equivalent 
amount in cruzeiros as a long-term loan from the United 
States Government.?¢ 

Nevertheless, imports of capital goods for which no 
foreign exchange was required do not appear to have 
increased in 1958, while cash contributions were consider- 
ably less. Apparently, one reason for this was the fact 
that several large-scale investment projects are nearly 
completed or have already produced some results.?7 Fur- 
thermore, Brazil’s medium-term commitments are so heavy 
that they place a clear limitation on the continued increase 
of its debt from both the debtor’s and the creditor’s points 
of view. 

While gross capital receipts tended to decline, amor- 
tization of Brazil’s substantial commitments arising from 
deferred payments, emergency credits and earlier develop- 
ment loans became an increasingly heavy drain on resources 
(see again table 89). As a result, net financial income was 


25 For further details see the Economic survey of Latin America, 
1957, Op. cit., Part Two, chapter III, section I, 2. 

26 This loan covered part of the investment placed by the Banco 
do Desenvolvimento Econémico. 

27 The heavy investment effected in 1956 and 1957 seems to 
have introduced an element of distortion in the trend towards a 
more moderate expansion of the inflow of capital that had been 
observable in Brazil. In effect, to cite the case of the passenger-car 
industry, the special incentives granted by the authorities to the 
investment concerned, with a legally-established time-limit for final 
installation, resulted in very large capital contributions in a relative- 
ly short space of time. 


Table 90 
BRAZIL: CAPACITY TO IMPORT, IMPORTS AND BALANCE OF PAYMENTS 
(Millions of dollars) 


Exports of goods. 

Services (net). 

Net capital receipts. ee. 
Total capacity to import fod 
WanyBONAS A ys 2g 5 ba 
Errors and omissions. : 
Net balance of payments . 


1956 1957 19584 
I 482 I 392 I 243 
= al = ee =n DD 
IOI 208 97 
I 064 I 287 958 
I 046 I 285 I 180 
172 — 202 — 8g 
190 — 200 — 280 


enc SI ESSE PT BT I SET I SE TE EL LOI LS TED, 


Sources: SUMOC, Boletim Mensual, and International Monetary Fund, Balance of Payments Yearbook. 
a Provisional ECLA estimates based on partial data from the sources indicated. 
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Table 91 


BRAZIL: COMPENSATORY FINANCING OF THE BALANCE 
OF PAYMENTS 
(Millions of dollars) 


1956 1957 1958 
Balance of payments. 190 —200 —280 
Gold reserves. 5 ea I — I 
Foreign exchange reserves. . I6I —163 — 85 
Credits . AE ip Bi ben gh Soe 
(Increase of Brazilian debt) 
International Monetary Fund 28 ey cam SOY) 
Exymbankmes seo) seen —100 
Othermsbanks tas -eas ee — 58 


Sources: SUMOC, Boletim Mensual, and International Monetary Fund, 
Balance of Payments Yearbook. 


appreciably reduced, and for 1958 as a whole would seem 
to have been barely half of its 1957 total, representing a 
mere 8 per cent of export value, as opposed to 16 per 
cent in the previous year (see table 90). 

Table 90 presents provisional estimates of the net amount 
of foreign exchange at Brazil’s disposal in 1958 for 
payment of imports. The capacity to import (f.0.b.) was 
300 million dollars, i.e. 23 per cent less than in 1957. 
As imports (f.0.b.) decreased by only 105 million, to 
judge from equally provisional calculations, the balance- 
of-payments deficit rose from 200 million to 280 million 
dollars, a figure which takes account of errors and omis- 
sions and is equivalent to 22 per cent of Brazil’s total 
foreign purchases. 

Table 91 shows that Brazil wiped out practically the 


Table 92 


BRAZIL: STRUCTURE OF IMPORTS (c.i.f.) 
(Millions of dollars at current prices) 


1957 1958 

COMUIEC MSO Od Sam er Eczih s aE G 124 92 
INGPOLTANG b45. 6 Boos BOR NS ee 95 62 
Codtaemes Sat ore a Gee. adie 20 9 
YAY AP) Comet are ie IEE omic at ig 29 30 
IC STAM, aT OS Lewy Pees A, tok 281 288 
Grudexpetroleum eae eas nd i Ole. 117 133 
Raw materials and intermediate products. . 502 434 
MENG DVORUCl pam er ar Af yo eh 109 60 
IN OTEDEIA! jUAGEARE, 2 393 374 
Whiheattay oe <1) Smee se soe vaigyy | eS, 104 I12 
ee ey os ie, aes ih et 25 16 
INGWSDIint eames poem ie tha stra ht 35 27 
(GATT SEaY ee Ree een oe a oe eh eae 577 535 
F : : SNS) 30 
Agricultural machinery and equipment. . 67 56 
Industrial machinery and equipment. . . 263 232 
BCaCtOlsnm ihe eae. ie Ss 39 41 
Transport machinery and equipment. . . 214 2r7 
Ota lapmerwEe Me wee tek hy es se I 489 I 353 


Source: Ministry of Finance (Ministerio de Fazenda), Mensario Estatistico. 

« Slight discrepancies between the sum of the figures given for the various 
items and the total are due to rounding of the former. Under each major 
head, only the most important products are taken into account. 
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whole of its 1957 deficit by means of its own foreig 
exchange holdings. If it had continued to use the sa 
method of financing, its international reserves would ha 
been gradually exhausted in 1958. In order to avoid this 
Brazil asked for and obtained substantial compensator] 
credits from the International Monetary Fund, the Exi 
bank and a few private banks in the United States, witl} 
which it was easily able to cover most of its aggregat 
deficit in 1958. 

Brazil’s failure to adjust its foreign purchases to thy) 
absolute level and fluctuations of the capacity to import} 
— or its delay in so doing — was not merely due to thi} 
general imbalance between production and internal demand}} 
It was also attributable to the fact that imports introducec|} 
an element of flexibility into the supply of goods whereby 
it was possible to remedy the temporary rigidity in some 
sectors of production. 

Among the different import items enjoying preferentia}| 
exchange rates, purchases of fuels seem to have increasec} 
in 1958 only very slightly, and entirely on account of 
crude petroleum imports (see table 92). A considerably 
larger increment was avoided thanks to greater domestic} 
output. Of the other imports not financed through the 
exchange auction market, those of pulp and paper declined} 
The same could not be said of wheat, mainly because of| 
the poor Brazilian harvest in 1957/58. 

Table 93 shows that the amount of foreign exchange 
sold on the auction market dropped by 104 million dollars} 
(16 per cent) between 1957 and 1958. This decrease, 
which was already observable in the first eight months, 
became particularly marked from September onwards, when} 
the Braxilian authorities decided to cut the supply off 
foreign exchange for auction by a uniform 20 per cent.| 
Foreign currency quotations soared in the course of the} 
year as a result of the inadequate supply of foreign 
exchange and the increasing inflationary pressure. On an) 
average, the weighted exchange rate for the dollar in} 
1958 was almost double that of 1957. 

Of the general-category imports negotiated through the: 
exchange-auction market, it was those of consumer goods} 
and intermediate products that suffered most from the: 
inadequacy of the capacity to import. It is clear from table: 
92 that purchases of non-durable consumer goods were 
greatly reduced, while those of durables remained stationary. 
For their part, imports of metal products — in particular, 
iron, steel, copper and aluminium — were 49 million 
dollars (45 per cent) less in 1958 than in 1957. As will 
be shown later, successive shortages of these commodities 
prevented industry as a whole, and above all, the metal 
transforming industries, from making greater progress. In 


Table 93 
BRAZIL: EXCHANGE AUCTIONS, 1957-58 


1958 
1957 1958 __ 
I I III IV 


Amount auctioned*. . .576 485 120 120 138 #107 

(millions of dollars) . 

Exchange rate” 

(cruzeiros to the dollar) 85 143 108 136 155 #180 
ST PE BE TE STALE SR IE LEE TS RES TL I OT TR 
Sources: SUMOC, Boletim y Relatorio do Exercicio de 1957. 

a The foreign exchange auctioned includes normal sales in respect of general 
and special import categories, as well as the amounts auctioned for 
special items (fruit, insecticides, Christmas goods, etc.) 


»b Average weighted quotation for the dollar, including the basic official 
exchange rate. 


otder to remedy this situation, Brazil embarked upon barter 
bperations and also experimented with a medium-term 
financing system for steel purchases. 

Imports of capital goods decreased much less than pur- 
chases of metal products, rubber and certain foodstuffs, 
falling only by 7 per cent. This was mainly because 
imports effected without foreign exchange disbursements 
were still of considerable significance, although they did 
not exceed the previous year’s figures. Since the reduction 
in total purchases abroad was on a larger scale, machinery 
and spare parts came to represent 40 per cent of total 
imports in 1958 as against 39 per cent in the preceding 
year.?8 


: 


*8 Heavy pressure continued to be exerted on the balance of 


payments during the first part of 1959. Provisional data suggest 
that the external deficit for the period January-April probably 
amounted to 90 million dollars, and, to judge from this, in the 
year as a whole the high figure reached in 1958 might well be 
approached. During the first four months of 1959 total foreign 
exchange income expanded somewhat, owing to the buoyancy of 
demand for coffee on the United States market and a fairly 
substantial inflow of foreign capital. But, on the other hand, 
Brazil’s total imports increased to a noteworthy extent. In order 
to cope with external payments difficulties, the Brazilian authorities 
are conducting several negotiations abroad, one of the aims of 
which is apparently to secure a longer amortization period for 
certain outstanding commitments. Again, in the middle of the 
year a new exchange reform was introduced, establishing a single 
devaluated exchange rate for the first and second export categories. 
A further step was thus taken towards a more realistic exchange 
system which will help to place external transactions on a normal 
footing. 


III. THE PROGRESSIVE RECRUDESCENCE AND INTENSIFICATION OF THE INFLATIONARY PROCESS 


The trend of Brazilian inflation in recent years may be 
followed in table 94. In 1957, the upswing in prices had 
abated considerably, but in 1958 the inflationary process 
gained fresh momentum and accelerated sharply in the 
fourth quarter of the year. In December the wholesale 
price index, excluding coffee, was 35 per cent higher than 
in the previous December. Construction costs rose less 
rapidly than this index, undoubtedly because of the slight 
decline in private building activity, since the Government 
continued to invest heavily in public works. Similarly, the 
cost of living, although increasing more rapidly than before, 
lagged behind wholesale prices. This is possibly attributable 
to subsidies and more or less efficient controls on certain 
goods and services that were staple items in wage-earners’ 
budgets. 

_ The variation in the intensity of the inflationary process 
in the last few years was due not only to the greater or 
lesser force of individual factors of expansion and con- 
traction, but also to the different ways in which such 
factors combined with or neutralized one another. Ge- 
nerally speaking, it may be said that, on the demand 
side, the chief causes of the accentuation in the inflationary 
process in 1958 were the increase of export earnings in 


Table 94 


BRAZIL: PRICE INDICES, 1955-58 


(1948 = 100) 
EEE 
holesal ices Constructi Cost of 
Gy feat OS Being Pood 
1955 December... . 271 224 249° 304 
1956 December... . 341 286 336 366 
1957 
Marche 3) a 356 304 351 382 
JUNC ae 346 306 355 384 
September .. . 351 302 369 396 
December. .. . 354 305 378 416 
1958 
Matchen r-acsier. 363 322 402 448 
NURS a eee ee, 2 385 335 410 441 
September .. . 422 366 422 438 
December. . . . 478 391 451 474 


— 


Source: Fundacao Getulio Vargas, Conjuntura Economica. : 
a Corresponds to a previous index ‘which did not take into account the rise 
in real rents because they had ben legally controlled since 1948. 


local currency and the expansion of fixed investment in 
the public sector.2® On the supply side, availabilities of 
some domestic and imported items were inclined to be 
inflexible and the cost of foreign goods or those manufac- 
tured with raw materials purchased abroad rose considerably 
as a result of the exchange devaluation. Furthermore, in 
the second half of 1958 the official decision to raise wages 
at the beginning of 1959 created expectations of a general 
rise in costs and prices which led to an increased ac- 
cumulation of stocks. 

The forces operating on the balance of supply and 
demand in the economy can be seen in table 95. The 
left-hand side shows the factors contributing to expansion 
of income and the right-hand side the factors of absorption 
of demand. These two sides of the table balance, reflecting, 
in principle, the equilibrium between savings and investment 
in the economy.*? 

For purposes of the analysis of inflation in Brazil, how- 
ever, the way in which this balance is achieved must be 
shown. If big increases in the items on the left-hand side 
(for example, larger export earnings in national currency 
and more accumulation of stocks, as in the second half of 


*° In the present analysis of Brazil’s inflationary process, at- 
tention is first called to the various factors making for expansion 
of the nominal purchasing power of the population as a whole. 
A separate indication is then given of the way in which certain 
factors of absorption of excess aggregate demand seem to have 
operated. These include the increase in exchange profits which is 
obtained as a result of higher import rates, and is, in the main, 
tantamount to substitution of the pressure of costs for the pressure 
of demand, as will be shown later. 

8° This table is a rearrangement of the conventional savings- 
investment account, such as can, for example, be found in the 
United Nations System of National Accounts. The main difference 
is that the item normally shown as a net import (or export) 
surplus has been split up. Coffee exports are grouped on the 
left-hand side together with changes in coffee inventories and 
with exchange subsidies on coffee (paid by the Banco do Brasil) 
so that the effects of the different elements of coffee policy can 
be seen and compared, and their combined consequences for 
coffee incomes appreciated. Similarly, the way in which other 
export incomes are built up is shown in the table (item B). 
Another deviation from the conventional form of the table is 
that the total cruzeiro cost of imports has been split into two 
series, one (item G) that reflects the dollar value (and thus 
largely the quantum of imports and another that shows the pres- 
sure of demand for auctioned foreign exchange (item H). The 
figures are consistent because of the accounting rules followed, 
but it should be borne in mind that the estimates for some items 
are weak, particularly for the latest period, and that item I in 
the table is subject to residual errors. 
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Table 95 


BRAZIL: EXPORT EARNINGS, IMPORTS OF GOODS AND 
SERVICES, INVESTMENT AND SAVINGS 


(Thousands of millions of cruzeiros) 
A a a I AEE TR I ETT ES EL ETT EA 
(Half-yearly periods) 
1957 1958 


I II I II 


Exports earnings and investments 
AunGoiiecuvece/pis» =a  .  TO 28 24 30 
1. Coffee exports’. . .... 7 8 6 7 
Ar COS Goole, 5 A os co 8 10 9 9 
3. Changes in coffee inventories I 10 9 14 
B. Other export earnings. . .. 13 17, 174 23 
x. Exports at basic exchange rate 4 6 4 6 
2. Subsidies. 9 II 13 17 
C. Investment in inventories’. . . 16 12 8 16 
D. Fixed investment in the private 
NCCLOT es Ea eiehar routs ana ol, 47 47 50 51 
E. Fixed investment in the public 
DO Ps Oe See ee 22 30 33 
Teel, 5 o Gn oo Ri 0 Od = EI. Sek ae’ 
Imports of goods and services, and 
savings 
F. Public sector's credit balance on 
current account’. : 9 if Il 8 
G. Imports of goods and services” 15 16 a} 16 
H. Exchange profits. . ..... 29 33 36 50 
i, ERBAG WOE 3 5 6 5 6 8 0) SS) Jo 69 79 
iOtal nr ener co TOs 20g eo 720. eels 


| SRF FS EE TST ISS SRR TELE ES LURES TE SAI) 


Sources: SUMOC, Boletim Mensual; and Fundagdo Getulio Vargas, 
Equipo da Renda Nacional (partly ECLA estimates). j L 

a Excluding income from domestic consumption of coffee, but including, 
apart from coffee-growers’ earnings, freightage of coffee exported, middle- 
mens’ and exporters’ commissions and profits, etc. 

b At 18.36 cruzeiros to the dollar. : : 

e Excluding coffee inventories, which come under the heading of ‘‘Coffee 


receipts’. : 
4 The credit balance refers to the over-all budget for the public sector, 
excluding investment appearing under item 


1958) are unaccompanied by compensatory changes in the 
items on the right-hand side to absorb the income generated 
(for example, heavier imports and higher duties, augment- 
ing the Government surplus on current account), then 
the result is a rise in private savings, as can be seen in the 
table. This rise in savings could in theory be attributed to 
any one of the following three causes: an increase in income 
due to higher prices; an increase in income due to an 
expansion of economic activity; or an increased propensity 
to save (once specific income levels have been reached). 
But in present circumstances, Brazil has little spare capacity 
for a marked and widespread expansion of activity, nor 
can any major changes be noted in the desire to save. 
Consequently, a large-scale increment in savings can be 
ascribed only to the one remaining source, i.e., an inflationa- 
ty rise in prices. The sharp increase in the last item on 
the right-hand side of the table denoted just such an 
expansion of involuntary savings in the second half of 1958. 

Another signal that the expansionist forces require more 
savings than Brazil is willing to provide is a rise in exchange 
profits due to the increased agios paid for auctioned foreign 
exchange (see item H in table 95). Indeed, this way of 
siphoning off excess purchasing power exerts some degree 
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of regulatory influence on the economy and could, withi 
limits, offset the inflationary consequences of rises in coffe 
income or in investment, though at the expense of increas 
ing costs of imported materials and equipment, and thuilj 
substituting cost pressures for demand pressures. Exchan 
profits and private savings should therefore be considere: 
together, and a large increment in their joint total ca 
later be taken as an indicator of an increase in excesjj) 
demand in the economy. 


1. Inflation in 1957 and the first half of 1958 


The most noteworthy change which took place in thi} 
expansionist forces during the period under review w. 
undoubtedly the substantial increase in coffee receipt’ 
between the first and second parts of 1957 and the sub 
sequent maintenance of such receipts at a high level during 
the first half of 1958 (see again table 95). In spite of the| 
seasonal influence of a new harvest, and the fact that the| 
latter was much bigger than in 1956/57, coffee income 
would never have increased to such an extent if the Go? 
vernment had not fixed minimum support prices and bough 
unexported surpluses for storage in its own warehouses. Ir 
addition, from July 1957, a system of movable exchange| 
rates was applied to real exports,+ which offset the depres-| 
sive effects of the slump in world market coffee quotations; 
This abrupt rise in coffee income in the second half ofj 
1957 did indeed lead to increases in foreign exchange 
profits through higher import prices in cruzeiros, but the} 
result was mainly an expansion of savings (see again table 
95). Part of this expansion was probably voluntary, becaus 
a rise in coffee earnings redounds primarily to the benefit 
of the middlemen, and because the reaction of consumption) 
to income increments is slow. | 
Despite larger incomes and savings, there was at fet 
no increase in aggregate private investment. Fixed private} 
investment in typically producer branches seems to have} 
followed an upward trend, although a much slower one} 
than in the case of public works. But both speculation in| 
real estate and residential building fell off vonsiderabliil 
while inventories, excluding those of coffee, grew more} 
slowly as from mid-1957. Although the Banco do Brasil | 
had to make large currency issues to meet the double strain) 
of increased finance for coffee inventories and the Govern-. 
ment deficit? (see table 96), there was no secondary ex- | 
pansion in bank credit. The savings accumulated in bank | 
deposits (see table 97), and there was only a relatively | 
slight rise in advances to the public. The main change in | 
the balance sheets of commercial banks was a largely 
voluntary increase in deposits with the Banco do Brasil, and 
bank reserve ratios rose steeply by the end of the year. 


Commercial banks: volume of liquid reserves as a 
percentage of deposits 


1957 1958 
I I Il IV I II Ill IV 
19.8 19.5 19.1 22.6 vary FOG NOS Oe 


The unspent income increments and the excess liquidity 


** For further details, see the Economic survey of Latin America, 
1957, op. cit., Part Two, chapter III, pp. 124 et seq. 

** The net profits on exchange transactions barely covered the 
cost of inventory accumulation, and thus the monetary authorities 
could not, as in previous periods, take advantage of the increase 
in exchange profits to help meet their other obligations. 


Table 96 


BRAZIL: VARIATIONS IN THE ASSETS AND LIABILITIES OF THE 
MONETARY AUTHORITIES 


(Thousands of millions of cruzeiros) 


Half-yearly periods 


1956 1957 1958 1957 1958 
I II IE II 
Assets 
Gold and foreign exchange re- 

Sefvesu (neta, min sn oe. - 2 —2 —4 —3 I —2 —2 
Loans to the Treasury Ay Awe 25 39 Dit Io 29 4 17 
Loans to other public bodies . 4 —I — er —2 I —2 I 
Loans to other banks . . . . I —I 9 —I — — 9 
Loans to the private sector . . se) 16 24 6 Io 10 14 
Financing of coffee stocks . . I 10 23 I 9 9 14 
Miscellaneous. nants cp — 3 — 4 — I 3 — 3 

hotali@assetSias 290.) ya 43 64 72 15 49 22 50 

Liabilities 

Paper money in circulation. . IO 14 20 3 II 7 13 
Deposits... Ter 24 6 Co) 24 —I 7 

(i) By the Government and 
other public bodies. 3 6 2 6 I I 
(ii) By other banks . 4 17 I —I 18 —7 8 
(iii) By the private sector . . 4 I 3 I — 5 — 2 
Exchange profits ee ; 20 23 34 13, be) 12 22 
Miscellaneous. : sagt I I 7 — 2 3 2 5 
Net balance . I 2 5 I I 2 3 
Total liabilities... .. . 43 64 72 15 49 22 50 


Source: Information puppies by SUMOC. 
a Variations in the net balance on the agios and bonuses account, excluding operations for the financing of 
coffee stocks, and including certain readjustments for exchange differentials. 


Table 97 
BRAZIL: INCREASE IN THE ASSETS AND LIABILITIES OF COMMERCIAL 
BANKS, 1956-58 


(Thousands of millions of cruzeiros) 


| A AE SE PT FEI EE IT I ET TS IT AS EE aE BSE PTI SS LIT EE ITI 


Half-yearly periods 


1956 1957 1958 Aes ee 
1 II 1 II 
Assets 
(Gag iy hae es 2 2 4 — 2 2 2 
Voluntary deposits with mone- 

(Alay Ze. 6 Goa oe & 7 II — 2 —I1 12 —7 5 
SUMOG deposits. .. .. . 2 8 2 6 —I 3 
Loans to the Ireasuty. . . . — I 8 I II — 3 
Loans to the public. . . . . 23 34 42 15 I9 22 20 
Miscellaneousmiew co a8 c iT 7 2 2 5 3 ek 

otaleassetseen & 35 62 56 18 44 30 26 

Liabilities 
Capital and reserves . ma: 5 5 7 2 3 3 4 
Current account deposits. . . 25 50 39 I4 36 27, 12 
Time deposits : I 3 2 I 2 I I 
Debt to monetary authorities . I —- 9 —iI I 9 
Miscellaneousas ie cs es. 2G 3 4 —I 2 2 — I — 
otaleliapilitresiem manne 35 62 56 18 44 30 26 


Source: Information supplied by SUMOC. 
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of banks at the end of 1957 foreshadowed the strengthened 
inflation of 1958. The major expansionist influence at the 
beginning of 1958 was a sharp rise in Government fixed- 
capital investment (see again table 95), principally due to 
the speeding-up of public works. At first sight, the fact that 
stocks accumulated more slowly than in the same period 
of 1957 — occasionally reducing the ratio of the total value 
of sales inventories — appears to be incompatible with the 
general tendency of prices to start rising again. At the begin- 
ning of 1958, this was largely attributable to the unwil- 
lingness of important branches of activity, which had 
surplus stocks in 1957, to interrupt their plans for reducing 
ah inventories until the new market trend had been 
confirmed and generalized. On the other hand, it is highly 
likely that after April-May, the reduction of wholesale 
stocks will no longer be carried out in conformity with a 
deliberate policy of the enterprises, but become a purely 
involuntary process. In view of the prospects of a further 
rise in prices, final consumer demand expanded. The first 
repercussions of the expansion were felt by retail traders, 
who multiplied their orders to and purchases from whole- 
salers, while the latter were obliged to wait for a new or 
greater flow of production and deliveries from the factories 
before they could replenish their inventories. 

In the first half of 1958, the mechanism of absorption 


of the excess demand — created by the rise in public 
investment — was different from that observed in the 


second half of 1957. The agio paid for foreign exchange 
at auctions rose considerably, i.e. much higher prices were 
paid in cruzeiros for imported goods. (This is shown in 
the table as increased exchange profits.) The concentration 
of the increased inflationary pressure on this point in the 
economy can in part be attributed to the fact that, although 
activity and the need for imports were rising steadily, the 
supply of foreign exchange to the auctions was reduced 
and imports were cut. Private savings remained more or 
less unchanged. 

Since there was no great change in exchange subsidies 
on exports, the net profits of the Banco do Brasil from 
foreign exchange transactions climbed steeply. Moreover, 
the Government was now financing its deficit largely by 
issuing treasury bills (see again table 96). It was thus 
possible to slow down the rate of currency issue. The 
demand for bank credit became heavier to finance slightly 
higher private financial investment, and the banks acceler- 
ated their loans to the public by lending most of the 
increase in deposits, so that the ratio of reserves to deposits 
fell back again, nearly to the levels obligatory under 
SUMOC Instruction 135.%8 


2. The acceleration of the rise in prices after mid-1958 


In the second half of 1958, other expansionist factors 
emerged in addition to those already affecting the internal 
equilibrium of the Brazilian economy. At the same time, 
the anti-inflationary forces which had been active since 
mid-1957 disappeared or were weakened. Prices conse- 
quently rose at average monthly rates of 2 per cent in July- 
August and 5.5 per cent in November-December. 

The coffee harvest of 1958/59 was even bigger than the 
preceding year’s, and, if the official assistance policy in force 
since July 1957 had been maintained, coffee-planters’ earnings 


83 In addition, a change took place in the composition of part 
of the reserves, since the banks drew on their Banco do Brasil 
deposits to buy Treasury bills. 
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in local currency would have soared once more. As i 
preventive measure, the Government made radical change: 
in its coffee policy, eliminating minimum export prices ane| 
internal support prices for that part of the crop whichy 
under the International Coffee Agreement, could be sole 
abroad. The authorities undertook to purchase 40 per cenij 
of the harvest at a price that was considerably below thai 
of the previous farm year, but was guaranteed to remairi 
in force for 12 months even if international prices continue 
to fall. 

As may be seen from table 95, coffee inventories continue 
to accumulate at an ever-increasing pace in the second half 
of 1958. In conformity with the new International Agre- 
ement, signed by Brazil in October 1958, 40 per cent off}, 
the harvest was not exported in order to prevent the worl 
market situation from worsening even further. New inven- 
tories were therefore added to those already piled up in 
Brazil, and in December 1958 the total reserves of they 
Brazilian Coffee Institute (Instituto Brasileiro do Café)))\ 
amounted to 22 million bags as against 15 million at the), 
corresponding date in 1957. Lastly, in spite of the fall in 
international coffee prices and as a result of the sale of the: 
new harvest and the official purchasing policy, coffee income } 
showed a sizable improvement between the first and second 
halves of 1958. 

In relative terms, however, the increase in income de-| 
riving from other exports was far more marked. This was) 
not primarily due to the expansion recorded by foreign) 
sales — which was in any case partly seasonal — but to the} 
influence of the June exchange reform which fixed exchange }}) 
rates at far more favourable levels for a number of items. | 

Again, to judge by the building index for industrial | 
zones and the growing amount of capital issued by joint | 
stock companies,** fixed private investment probably ex- |) 
ceeded the levels of the first few months of the year. The | 
same occurred in the case of governmental fixed investment, | 
particularly because of the marked importance of the public 
works in execution. But, as regards the course of indation| 
the most significant change took place with respect to 
investment in inventories during the year. 

According to the data available, the accumulation of 
inventories, excluding coffee, was intensified in several cases, 
and in others the policy of liquidation previously pursued 
gave way to one of replenishment.®* Sufficient time had | 
already gone by for the exact implications of the new 
economic trends to be appreciated and for the necessary 
corrective measures to be taken. In addition, fresh claims 
for wage increases influenced the behaviour of consumers 
and entrepreneurs. The demands for a readjustment in the | 
rates of remuneration became more and more insistent, | 
and the authorities decided that from January 1959 the 
minimum wage would be generally increased. 

The commercial banks came under some pressure towards 
the end of 1958. Their excess reserves were small, and 
the demands for private finance, especially for inventory 
building, caused a decline in the expansion of deposits, 


** The index of the area authorized for non-residential building 
climbed steadily from the first to the third quarter of 1958. Capital 
issues reached 57000 million cruzeiros in 1958 as against 50 000 
million in 1957, of which 68 per cent corresponded to cash subscrip- 
tions and 63 per cent to industry. During the first half of the 
year, the monthly average of capital issues was about 3 500 million 
cruzeiros, while in the second half it rose to 6 000 million. 

°° Detailed statistics on inventory variations are not yet available, 
but a great deal of information can be obtained from the Press 
on growing speculation and cases of cornering merchandise. 


while the demand for advances continued high” The 
Banco do Brasil came to the help of the syste with the 
first heavy rediscount operations for some time (see again 
tables 96 and 97) and also enlarged the volume of direct 
credits to the private sector, apart from increasing its 
advances to the Coffee Institute to finance inventories. Thus, 
despite moderation in the demands of the Treasury, the 
fate of currency issue expanded considerably and, in effect, 
the monetary authorities did not allow any very great 
shortage of credit to develop, which would have tended to 
hold inventory accumulation in check. 

There were two influences curbing inflation. With the 
decline in real wages up to December, the distribution of 
income changed in favour of the higher-income groups, 
which are ced those with the greatest propensity to 
save. In addition, as could be seen from table 95, the 
volume of imports grew slightly in relation to the first half 
of the year, mainly because of the greater net inflow of 
foreign capital, including credits to offset the balance-of- 
payments deficit. But this had a relatively moderate defla- 
tionary effect. 

To summarize, in the second half of 1958 the demand 
for savings resulting from the general expansion of Go- 
vernment investment, inventories and export earnings was 
much greater than the public was prepared to satisfy vol- 
untarily. The requisite savings were therefore provided 
partly by a further sharp increase in agios, and partly 
through an increment in nominal income due to a genera] 
inflationary rise in prices. 

During the last few months of 1958, stocks of dornes- 
tically-produced foodstuffs decreased. The harvests con- 
cerned had shown a great improvement in 1957, which 
had pushed food costs down, but in 1958 they were much 


#6 Moreover, in October and November, as the result of 2 few 
banks’ involving themselves in difficulties, there were runs on 2 
mumber of banks of secondary importance. This caused other 
banks to increase the liquid cover for deposits. (On an average, 
the reserve ratio rose from 20.5 to 21.2 per cent in this period.) 


Table 9% 


BRAZIL: AGRICULTURAL PRODUCTION MAINLY FOR 
DOMESTIC CONSUMPTION 


(1954-56=100) 


1956 1957 1958 
CONS So 99 110 102 
Roots and tubers. - 2 2 2 2 (105 106 96 
Pulses <2 VO ae See 94 108 101 
AER Cn ee oo eA eh cROS 112 119 
Agricultural commodities other 
than foodstuffs . . a 202 IOI 103, 
Tel, 262. Nee eS eee IOI I10 107 


Source: Indices calculated by ECLA on the basis of data supplied by the 
Ministry of Agricaltare (Ministerio de Agricultura), Production Statistics 
Service (Servigo da Estatistica da Produgao). 

* Including wool, tobacco and jute. 


stnaller (see table 98).” In addition, shortcomings in the 
transport, coastal shipping and storage systems, though partly 
remedied, continued to have an adverse effect on the supply 
of goods to big consumer centres and, consequently, on 
the cost of living. 


” The decline in the production of foodstuffs was, up to a 
point, confined to certain zones, such as the north-east. It was 
therefore unlikely to have had much effect on supplies for Rio de 
Janeito and Sao Paulo. 

# In the first four months of 1959 wholesale prices rose by 
41 per cent, as against only 5 per cent during the corresponding 
period in 1958. The increase in wages which took place in January 
1959, and amounted to as much as 6o per cent in the case of 
the minimurn wage, was largely responsible for this intensification 
of inflationary pressures. In particular, it was one of the factors 
that ee the budget deficit. This deficit, which in the 

receding year had been largely financed by the sale of Treasury 
ils to the commercial banks, was covered in 1959 mainly by 
means of rediscount operations effected by the monetary authorities. 
Again, the devaluation of exchange rates — especially of that 
applicable to coffee exports — led to a further increment in the 
exporter sectors’ income in Brazilian currency. However, the con- 
tinued expansion of production at a rate similar to that noted in 
1958, as well as the increase in supplies of imported goods, pre- 
vented the rise in prices from assuming greater proportions. 


IV. CHANGES IN THE LEVEL OF THE GROSS PRODUCT AND IN THE STRUCTURE OF THE ECONOMY 


Under the stimulus of more vigorous internal dernand and 
also, to a certain extent, because of the compulsory reduc- 
tion in imports of certain manufactured goods, Brazil's 
gross national product appears to have risen slightly more 
rapidly in 1958 than in the years immediately preceding 
(see table 99). Its estimated growth rate of between 5 and 
6 per cent is high for Latin America as a whole, and 
contrasts with the stagnation registered in several industria] 
countries. 

The gross product would probably have increased even 
more if two important limiting factors, among others, had 
not intervened. In the first place, the restrictions on imports 
of raw materials, although capable of stimulating domestic 
production in this branch over the medium term, in 1958 
slowed down normal supplies to some industries, especially 
those which use steel and rubber. Secondly, weather con- 
ditions were unfavourable in certain parts of Brazil. 

All the principal branches of the Brazilian economy, ex- 
cept for private building activities, seem to have forged 
ahead in 1958. A few industries (textiles, for instance) 
whose output had decreased in 1957, made a striking re- 
covery in 1958, especially in the second half of the year, 
but the greatest development was registered in mining, 
electric energy and the metal transforming industries. 


Certain changes took place in the structure of domestic 
production whereby somewhat greater emphasis was placed 
on the satisfaction of demand for capital goods and pro- 
ducts of the heavy industries. These changes were closely 
linked with the inadequacy of the capacity to import and 
with the real increment in fixed investment in industry, 
which slightly exceeded the increase in the gross product. 
In its turn, the rate of capital formation was accelerated by 
modifications in the distribution of national income. While 
wages and salaries remained stationary until the end of the 
year, the aggregate income of industrialists, businessmen 
and persons receiving profits, interest and combined returns 
on labour and capital rose by approximately 7 per cent, in 
real terms, between 1957 and 1958. The volume of per- 
sonal consumption was also greater, but the drop in real 
wages meant that the bulk of the population did not share 
in the increment. 


1. Agricultural production 


According to tentative estimates, agricultural production ap- 
pears to have increased 6 per cent in 1958, thanks almost 
exclusively to better harvests for the three staple export 
items: coffee, cacao and sugar (see table 100). If coffee 
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Table 99 


BRAZIL: GROSS DOMESTIC PRODUCT, BY ECONOMIC SECTORS 


URES ETC REE ES SR CT TR TE TT ELE ET LL LS 


Value in absolute figures _ Percentage increase 
(Thousands of millions of cruzeiros with respect to 
at 1955 prices) the previous year 


1955 1956 1957 1958 1957 1958 

Agriculture, livestock, forestry and 
fiSHERIESS nen eee any oe ee eT 207 223 238 Fa 6.8 
TnGustity asta Lome een O4 Da 181 199 2.3 9.9 
cradesand hhances ser) eee 99 103 108 109 4.9 2.8 
Transport and communications. . . 70 73 75 77 2G) 27 
(GOVERNED tA eet isa debi alee gaia 52 53 54 55 1.9 1.9 
ROMS tee ua: wean iol tae al aerate 26 28 29 30 3.6 3.4 
Othereservicessasse. 9) du Aen see 86 88 9I 94 3.4 3.3 
Gross internal product... ... 708 729 761 802 4.4 5-4 


pS EET EY AEB SE EE TP SAS SR IA ET AE SE OEE OS ES 


SOURCES AND METHODS: 1955: Revista Brasileira de Economia, December 1957; the percentage composition of 
domestic income was utilized for determining sectoral distribution; 1956-57: Brazilian Institute of Economics 
(Instituto Brasileiro de Economia), Fundagao Getulio Vargas; the value for each sector was extrapolated by 
means of quantum indices, and their original base (1948=100) was converted proportionally to 1955. 

1958: Agriculture: The index was calculated by ECLA on the basis of data supplied by the Ministry of 
Agriculture, Production Statistics Service; Industry: Brazilian Research Office (Escritorio Brasileiro de Pes- 
quisas); the growth of industrial production was estimated on the basis of the electric energy consumed by 
domestic industry according to data supplied in man/hours by the Brazilian Geographical and Statistical 
Institute (Instituto Brasileiro de Geografia e Estatistica), Inqueritos Mensuais; Trade and finance: the quantum 
index of services effected by trade was based on the indices of agricultural and industrial production and the 
quantum index of imports, and was weighted by the value of production in those sectors in 1955; Transport 
and communications: in the absence of further information, the rate of growth taken was the average rate 
for 1954-55, 1955-56 and 1956-57; Government: the annual rate of eroweh for Government services was 2.4 
per cent in 1947-57. The same rate was used for 1958; Rents: the figure for 1958 was extrapolated, on the 
basis of the average annual rate of growth for 1954-57 (5.2 per cent); Other services: per capita value was 


estimated on the basis of its growth in 1956-57 (0.5 per cent). 


only is excluded, the rate of growth of agriculture drops 
to x per cent. In fact, production of other crops — 
especially maize, beans and manioc — for internal consump- 
tion fell off as a result of the drought in north-east Brazil. 
In 1958, as in 1957, the wheat harvest was far below ex- 
pectation, owing to early spring frosts in the south. 

To make up for the inadequacy of its wheat output, Bra- 
zil had the opportunity in 1958, as has already been point- 
ed out, of purchasing United States surpluses against its 
own national currency. In addition, it is believed that the 
Brazilian authorities are firmly determined to continue their 
policy of buying large quantities of wheat from Argentina 
and Uruguay in order to keep trade with those countries at 
a high level and fairly well balanced. There is little likeli- 
hood therefore that wheat production in Brazil will be de- 


Table 100 


BRAZIL: TOTAL AGRICULTURAL PRODUCTION AND 
PRINCIPAL AGRICULTURAL COMMODITIES 


(1954-56=100) 


1956 1957 19588 

Total agricultural production . 100 112 118 
Commodities for domestic 

consumption 

RiGem nays stuk eae eee 99 118 113 

BB CANIS Weed) ch 8 Seen eh ote, 94 108 IOI 

Wiica tare ais toa ere 91 83 53 
Commodities for export 

CONES 5a er 87 125 153 

(CACAOMERE 3 fs ne KOO 103 Te 

SUSc uae, igor 4 LOT 116 118 

COUONMEEA cs oc, OS 97 99 


Sources: Indices calculated by ECLA on the basis of data supplied by the 
Production Statistics Service of the Ministry of Agriculture. 

a Provisional data. The wheat production index for 1958 is probably under- 
estimated. Preliminary forecasts based on the area sown tad raised this 
index to 102. 
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veloped with a view to the complete satisfaction of internal | 
demand. 

Despite the damage inflicted by drought in the north-east 
of Brazil, the rate of numerical increase of livestock was | 
slightly more rapid in 1958 than the growth rate of the | 
population. Since 1956 the average weight of the animals 
slaughtered had risen considerably, thanks to pasture im- 
provement. 


2. Mining and electricity 


To judge from the incomplete data to hand, Brazil’s min- 
ing output in 1958 seems to have more than surpassed its 
1957 level. The main reason for this was probably the 
increase in extraction of crude petroleum. Coal production 
expanded only slightly, while iron ore output dropped some- 
what in response to a slight contraction in external demand. 

Although the volume of crude petroleum extracted was 
still small in relation to the total national product, it stood 
much higher in 1958 than in the recent past. Table 1o1z 
shows that production levels in 1958 were almost twice as 
high as in 1957 and more than eight times the 1955 figure. 
As the rate of growth of domestic consumption, although 
significant, was much less rapid, an increasingly large pro- 
portion of domestic requirements was covered by domes- 
tically-produced fuels. At the same time, crude petroleum 
imports in absolute terms, which had expanded consider- 
ably between 1954 and 1956, partly because imports of 
refined products were being replaced by domestic produc- 
tion, remained at much the same level, or increased more 
slowly, during the last three years under consideration (see 
again table ro1).%® It should be added that in 1958 Brazil 


°° The rate of expansion of crude production will depend in the 
future on whether new reserves are added to those already known. 
Two further factors, among others, have to be taken into account 
in order to assess prospects in this field. In the first place, it must 
be remembered that the current boom began a short while ago 
from a very low level of production. Secondly, the expansion of 


Table 101 
BRAZIL: PRODUCTION AND IMPORTS OF CRUDE 
PETROLEUM, 1954-58 


(Millions of barrels) 
TS SR SEPP RAL SSSI PRCT AAA DL PTT TE 
1954 1955 1956 1957 1958 


Domestic production . 1.0 2.0 4.0 10.1 18.9 
BIC pOLtss nee nT O 25.9 36.2 35.8 33.7 
Apparent consumption? 2.0 yore 39.5 45.1 49.3, 
Se SSE TPS EE BE TST SEY SS SO RE RE MT IN 


ec: PETROBRAS, Relatorio; and United Nations Monthly Bulletin of 
Statistics. 

Difference between gross imports effected, and exports of Brazilian crude, 
which began in 1957 and are gradually enabling a by no means inconsid- 
erable proportion of the said gross imports to be paid for with the 
resultant foreign exchange earnings. 

Slight discrepancies between apparent consumption on the one hand, and 
the sum of production and net imports on the other, are due to inventory 
movements. 


J 
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began to export its own crude, which, because of its char- 
acteristics and for economic reasons, is not, for the present, 
being handled by domestic refineries. PETROBRAS es- 
timates that the value of such exports will reach about 26 
million dollars in 1959. 

Coal production, which satisfied 68 per cent of domestic 
consumption in 1953, was barely able to cover 55 per cent 
in 1958. Brazil now requires not only growing amounts 
but also different qualities of solid fuel. For instances, it 
is importing an increasing proportion of special coal for its 
metallurgical industry. The more efficient utilization of re- 
sources currently exploited and of any deposits discovered 
in the future will largely depend, it would seem, on the 
improvement of the transport system. 

In 1958, electricity production was easily able to adapt 
itself to the 11-per-cent increase in demand mainly deriv- 
ing from heavier industrial energy requirements. Thanks to 
the substantial investment effort made in previous years, 
installed capacity was approximately 4 million kW at the 
end of 1958, and can satisfy domestic consumption with- 
out rationing. This situation stands in singular contrast to 
that observable in some other Latin American countries. 
Nevertheless, the installation of new plants is proceeding at 
a slower rate and several ambitious projects for expanding 
current production capacity will not be completed for two 
or three years.*° 


3. Manufacturing production 


Within the industrial sector, the greatest strides were made 
by the metal transforming industries, although iron and 
steel production also continued to advance. The consumer 
goods industries as a whole still constitute a pre-eminent 
part of the structure of the sector. The relative importance 
of the heavy and capital goods industries is however in- 
creasing at a noteworthy pace. 

In 1958, iron and steel production expanded in relation 


investment requires not only abundant resources in local currency, 
but also increasing amounts of foreign exchange to finance imports 
of specific equipment. 

40 The development programme under study or in course of 
execution provides for a 55-per-cent expansion of capacity in 
1963 over the present level. Outstanding among the hydroelectric 
plants to be set up in the next five years are that of Furnas, in 
Minas Gerais, and that of Tres Marias, in the San Francisco valley. 
The Furnas plant will have a potential of xz.1 million kW, and 
will be partly financed with a loan of 73 million dollars recently 
granted by the International Bank of Reconstruction and Develop- 
ment. 


to 1957, and, with 1.6 million tons of steel ingots cast in 
the country, was able to meet 70 per cent of apparent con- 
sumption. Potential demand exercised strong pressure on 
supply as the result of the already-mentioned inadequacy 
of imports. Official quotations for steel appeared side by 
side with black market prices — a clear symptom of 
shortage. In view of this shortage, and prompted by it, a 
steel expansion programme is being carried out. As a result, 
production capacity will reach 2.1 million tons within the 
next two years.*4 

In the manufacturing sector, the transport industries 
achieved the highest rate of growth in 1958. This remark- 
able progress was mainly due to the production of motor- 
vehicles, which was double that of 1957. In the near 
future the passenger-car industry will develop intensively, 
to judge from the plans of many Brazilian and foreign 
companies. On the other hand, of course, its development 
will necessarily be conditioned by steel and — up to a 
point — rubber supplies, which may not be very abundant, 
and by a rather limited supply of skilled labour. It is ex- 
pected that an increasing proportion of the output of 
motor-vehicles will be exported. In this respect, it is in- 
teresting to note that 25 jeeps were sold to Chile on an ex- 
perimental basis in 1958. 

Another event of great importance for the transport 
equipment industry occurred in 1958. A beginning was 
made on the construction of shypyards which, for the first 
time in Brazil, will build ships of 5 000 and ro 000 tons 
deadweight. Consequently, of course, domestic demand for 
steel will go up. 

As regards heavy industry, electrical equipment and du- 
rable consumer goods, new factories were founded and others 
considerably expanded their activities. The production of 
washing-machines, for example, rose from 27 000 in 1957 
to 50 000 in 1958, and Brazilian sewing-machines are now 
being sold abroad. 

Progress in the textile industry, where ee had 
declined in 1957, and, above all, in the foodstuffs industry, 
was much less marked, mainly because of excessive inven- 
tories in the hands of wholesalers at the beginning of the 
year, and later because final demand increased at a slower 
rate for the products in question than for the industrial 
goods dealt with above, owing to the stagnation of the real 
purchasing power of the lower-income sectors. Neverthe- 
less, the reappearance of intensive hoarding on the part 
of traders and consumers seems to have boosted textile 
production in the last few months of 1958. 


4. Transport 


Although it has been making good progress for some time, 
the communications system continues to be one of the rela- 
tively weak sectors of the Brazilian economy. In 1958, the 
volume of transport increased in line with the general 
upward trend in productive activities. However, in some 
cases, bottlenecks occurred, as, for example, in the transport 
of the main coffee crop and the conveyance of foodstuffs 
from the south to the north-east of Brazil.*? 


41 Studies have already been concluded of two large-scale pro- 
jects, known as COSIPAS and USIMINAS, which by 1961 will 
provide additional production capacity of 400 000 and 300 000 tons 
respectively. Foreign companies from several countries are playing 
a large part in financing these two projects, execution of which is 
now under way. a 

42 Partly to avoid congestion on the railways, the Brazilian 
Coffee Institute decided that unexported coffee surpluses would 
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The development of the motor-vehicle industry, coupled 
with heavy investment in railways by the Banco do Desen- 
volvimento,**® encourages hopes of further improvement in 
overland communications in the next few years. At the 


be stored on plantations in the interior instead of being sent to 
the ports. 

“8 The magnitude of the amount is evident from the fact that 
it represents about half the total investment affected by the Bank 
referred to. 


COPE. iMeBsi A. 


I. INTRODUCTION 


The Colombian economy is highly vulnerable where its 
external sector is concerned. Coffee exports account for 80 
per cent of commodity sales abroad. Furthermore, owing to 
the relative stagnation of agricultural production, purchases 
of raw materials represent a large proportion of the total 
value of imports, reaching 52 and 40 per cent in 1957 and 
1958 respectively. Raw materials and capital goods have 
together amounted to over 80 per cent of the total value 
of commodity imports during the last four years.*° 
Obviously, therefore, a decline in the value of coffee 
exports is bound to have unfavourable repercussions on the 
Colombian economy. In fact, since Ape 1954, when quo- 
tations for Manizales coffee began to fall on the New York 
market, dropping from the ceiling price of 91 cents per 
pound quoted in March of that year to 49 cents in De- 
cember 1958, these repercussions have made themselves felt 
in unmistakable fashion, as will be explained later. The 
high import levels maintained in 1955 and 1956 led to 
balance-of-payments deficits, which resulted in the accumu- 
lation of a trade debt of approximately 400 million dollars 
by the end of 1956. Colombia’s effort to settle these out- 


“* In view of the nature of the economic problems which Co- 
lombia had to face in 1958, thay are analysed in this section of 
the present chapter mainly from the standpoint of short-term 
stability. 

*° In 1956, raw materials from foreign sources represented 21 
per cent of the total value of the raw materials consumed by man- 
ufacturing industry, while certain industrial sectors have to pur- 
chase between 60 and 80 per cent of their raw material inputs 
on external markets. 


same time, the future activity of Brazilian shipyards will! 
help to promote coastal trade, which, in spite of its im- 
portance from the geographical point of view, is at presets 
very undeveloped. 

Finally, as part of the general plan for encouraging the} 
settlement of new land, highways are being cut into the: 
interior. In this sector, investment priorities sometimes ap- 
pear to have been based on long-term prospects rather than 
on immediate needs. 


standing debts aggravated the shortage of foreign exchange 
for imports of raw materials and capital goods. 

The internal measures which were adopted to guarantee | 
coffee prices on the domestic market — in particular the 
financing of stocks through credits granted by the Banco 
de la Republica — and to maintain the level of economic, 
activity increased the money supply at the expense of the 
stability of prices. The resulting inflation, measured by the 
rise in the national consumer price index, together with 
the application of controls in respect of the external sector, 
in turn helped to distort the structure of relative prices. 

This was the setting in which the Colombian economy 
was developing at the opening of 1958. In the course of 
the year, the Colombian Government made noteworthy 
efforts to stabilize the internal monetary situation, settle | 
trade debts left outstanding by the previous political régime | 
and remedy some of the deficiencies of the exchange system. 
Furthermore, steps were taken to promote the development 
of exports and the production of raw materials which at 
present have to be imported, a policy which, in conjunction — 
with the other measures mentioned, may bring about a re-— 
covery in the Colombian economy. 

Monetary fiscal policy has successfully slowed up the rate 
of inflation, but, to judge from the few available indices, | 
it seems to have combined with the difficulties of import- 
ing raw materials and capital goods to cause a decline in 
economic activity. The lack of up-to-date statistics on pro- 
duction and other important items, such as investment, 

recludes a more searching appraisal of the results achieved 
by the Colombian economy in 1958. 


IJ. EXTERNAL SECTOR 


The rapid growth of the Colombian economy between 1945 
and 1953%* was fostered by the rise in world coffee prices, 
which meant that the country could finance imports of 
capital goods and raw materials to expand its manufacturing 
industry. Since 1954 coffee prices have declined, and with 
them the country’s capacity to continue purchasing abroad 
the goods it requires for development purposes. To this 
unfavourable circumstance has recently been added the 
need to amortize the external trade debt left outstanding by 
the preceding political régime. 

Between 1954 and 1955, the terms of trade deteriorated 


*6 See Analyses and projections of economic development: III. 
The economic development of Colombia, United Nations publica- 
tion, Sales No.: 1957.JI.G.3. 
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by almost 20 per cent, while the volume of exports failed 
to expand in the same proportion.*7 No immediate steps to 
restrict imports were taken, and the 1955 trade balance 
(c.i.f.) showed a deficit of over 100 million dollars (see 
table 102). Since in addition the inflow of capital was 
insufficient to offset this deficit, the balance-of-payments po- 
sition was negative, and Colombia was thus compelled to 
reduce its international reserves by almost 40 per cent in 
relation to 1954. Since that time the difficulties of the Co- 
lombian economy’s international sector have not lessened, 
with the exception of a brief recovery in coffee prices dur- 
ing 1956, which did not prevent the value of imports from 


47 See International Monetary Fund, International Financial Sta- 
tistics. 


Table 102 


COLOMBIA: CAPACITY TO IMPORT, BALANCE OF 
PAYMENTS AND INTERNATIONAL RESERVES 


1955 1956 1957 1958 
Coffee exports? . . .... 484 475 385 356 
Petroleum exports. . . . . 62 wie) 76 67 
ether exports ss. ea 47 69 54 37 
Total exports of goods. . . 593 614 516 460 
Exports of services . . . . 41 59 60 (65) 
Inflow of capital’. . . . . 83 147 252 148 
Otal INCOME ooo) scoeceuas Te 820 828 673 
ess investment income. .. — 22 —16 —26 (—32) 
Less imports of services . —I29 —I2I —107 (—92) 
Less outflow of capital’ . . — 63 — 51 —329 (—70) 
Capacity to import (fob). . 503 632 366 479 
Effective imports . ... . 621 605 435 364 
Net balance 2-0) 5 5. —I1IT8 27. — 69 II5 
Gold and foreign exchange 
KESELVES Mes Men FRG 
Banco de la Republica. . 136 131 145 170 
Commercial banks .. . 36 58 38 ee 
TEQLES AY OR = pee naire ae 172 189 183 


Sources: Up to 1957: Economic survey of Latin America 1957, except for 
data on the flow of capital; for 1958: National Administrative Department 
of Statistics (Departamento Administrativo Nacional de Estadistica), Bo- 
letin Mensual de Estadistica and Revista del Banco de la Republica, in 
addition to estimates given in brackets. 

Excluding contraband (55 million dollars in 1956 and about 20 million 
in 1957). These figures do not coincide with official statistics, as they 
represent a real fob valuation of exports. 

Including bullion. 

Including errors and omission where the sign is appropriate. Short - and 
long - term inflows and outflows of public and private capital were 
taken into account, as well as items relating to the trade debt. 

d At the end of each period. 


a 


again exceeding that of exports, although by a smaller 
amount (see again table 102 and table 103). 

The terms of trade dropped from 100 in 1955 to 84 in 
1958 (see table 104), and it may be assumed that this 
downward trend will continue during 1959. 

In 1957 exports exceeded imports by over 30 million 
dollars (see again table 102). But this favourable balance 
was due to a contraction in imports, largely attributable to 
he suppression of import permits at the end of 1956. The 
same thing happened again in 1958, the reason being an 
ntensification of import restrictions, for the value of total 
exports was 11 per cent lower than in the preceding year. 

The downward movement in the value of exports ob- 
servable since 1955, except for the temporary recovery in 


Table 103 


COLOMBIA: AVERAGE NEW YORK AND DOMESTIC 
PRICES FOR MANIZALES COFFEE, 1955-58" 
SS SS SEE ESTE TE IED UTE, REY EE 

Interior of Colombia 


Year and quarter ee ee, Eee e aroha. 
OG = eee 64 32 
DG pean bee 74 42 
“OSiARE uae 64 49 

| Rae tomer 70 44 
) 8 A ae ea 66 45 
Ul 62 56 
IV 57 50 
Sins ie A Oe 52 47 
eee. Lae 55 52 
| de Oca I gs 54 49 
Ill 52 45 
IV 49 41 


OURCE: Revista del Banco de la Republica. 
Prices represent averages for the periods concerned. 


Table 104 


COLOMBIA: TERMS OF TRADE 


(1955=100) 
SS OR RT te EE BEET RS SEER ee ee 
1956 1957 1958 


1S {dae FITS JCS. Goes os cereus oe ater IO 85 
Impoctephiceindexa ee) ero? 103 IOI 
sLerms Gotetradesairenwe.1)to tee al ee tr 98 84 


SS SS SS BS SET LES TSE ET BP SE SSNS REIS, 


SourRcE: International Monetary Fund, International Financial Statistics, 
June 1958. 


1956, was not offset, as has already been stated, by a greater 
inflow of capital. Consequently, Colombia’s capacity to 
import also contracted; in 1957 it was over 40 per cent 
lower than in the preceding year, and in 1958, despite a 
30-per-cent increment, was still 24 per cent below its 1956 
level. What is more, in 1958 the capacity to import ben- 
efited by a decrease in the outflow of capital, since the 
modest sum of 27 million dollars was allocated for the 
amortization of the trade debt in that year, as against 249 
million dollars in 1957. 

To prevent too great an accumulation of trade debts, the 
Colombian Government has been adjusting the value of 
imports to the decline in the capacity to import. Between 
1950 and 1956 Colombia imported on an average more than 
42 million dollars’ worth of goods monthly,4* but this 
amount had to be cut to 40 million dollars in 1957 and 
30 million in 1958. Since Colombia’s purchases abroad 
consist mainly of capital goods and raw materials, this 
steady reduction will inevitably have marked repercussions 
not only on the rate of economic development, but also on 
the level of employment.*9 

The immediate outlook for Colombia’s international bal- 
ance of payments will depend largely upon coffee prices. 
Prospects for the medium and long term will be determined 
by the country’s capacity to produce the agricultural com- 
modities (raw materials and foodstuffs) which it imports at 
present, as well as by the development of new export lines 
and the expansion of external sales of certain commodities 
(other than coffee, bananas and petroleum) which are 
already exported in small quantities. 

It is unlikely that Colombia will be able to expand its 
imports in the immediate future solely by means of an 
increase in its coffee sales. Despite the coffee-producing 
countries’ agreement to withhold a high percentage of their 
output — 4o per cent in the case of Brazil and 15 per 
cent in that of Colombia — the upward trend of world 
production is so strong that international market prices 
may be subject to pressure for some time to come. Studies 
carried out under the auspices of the International Bank for 
Reconstruction and Development lead to the conclusion 
that, if the agreement works satisfactorily, coffee prices will 
fluctuate between 45 and 50 cents per pound during the 
period 1959-63. Otherwise they might fall to 35 cents or 
less) 


48 See International Monetary Fund, International Financial Sta- 
t1st1CS. 

4° Tt is estimated that if the value of imports dropped below 
35 million dollars monthly, Colombia’s economic resources could 
not be kept fully employed. See J. M. Marulanda, Memoria de 
Hacienda presentada al Congreso Nucional, Bogota, 1958, page 21. 

50 See D. Avramavic, The coffee problem, International Bank 
for Reconstruction and Development, Washington, 1958. 
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Colombia must therefore find other exportable com- 
modities to finance its ever-increasing import requirements. 
The need to do so has been recognized by public and pri- 
vate bodies which are actively engaged in preparing a pro- 
gramme to this end. It is thought that Colombia might 
be able to expand its exports of semi-manufactured and 
finished goods of agricultural origin, as well as of certain 
industrial items such as pharmaceutical products, cotton tex- 
tiles and household appliances. In September 1957, the Go- 
vernment authorized the Institute of Industrial Develop- 
ment (Instituto de Fomento Industrial) to encourage ex- 
ports of commodities other than coffee, bananas and pre- 
cious metals. 

Again, Colombia might reduce its current imports of 
agricultural foodstuffs and raw materials, such as, for exam- 
ple, sugar, cotton and pulp. However, if this aim is to be 
achieved and some of the exports mentioned above are to 
be expanded, the requisite conditions for the development 
of Colombian agriculture will have to be established. They 
include the incentive created by the progressive tax on cul- 
tivable land left unfarmed, which was adopted in 1957. 
This may act as a spur to agricultural production; but for 
the long-term expansion of Colombian agriculture an in- 
tensive over-all development programme is needed, by virtue 
of which it will be possible to surmount basic institutional 
obstacles. 

Lastly, the distortion of relative prices — especially ex- 
change rates — has probably discouraged certain exports. 
This is suggested by the volume of unregistered external 
sales (mainly to neighbouring countries), which include 
not only coffee, but some industrial products, such as tex- 
tiles. An exchange act passed by Congress implicitly rec- 
ognizes the need for higher export prices for commodities 
other than coffee, such as would be obtained if their sale 
on the free exchange market were authorized. 

With a view to tackling balance-of-payments problems, 
the Colombian Government has tried out several provisional 
measures since 1955, which were crowned by the exchange 
reform introduced in March 1958.5! This reform establish- 
ed a series of multiple exchange rates for imports, through 
a system of auctioning foreign exchange certificates. The 
exchange rate for exports was provisionally fixed at 6.10 
pesos to the dollar. On exports of coffee, bananas and pre- 
cious metals an exchange tax of 15 per cent was levied, 
while the tax rate for all other exports was 2 per cent. 
Furthermore, coffee exporters were required to withhold a 
retention quota amounting to 15 per cent of the quantity 
exported.®? The minimum value which coffee exporters must 


51 For a detailed description of the changes introduced in the 
exchange system since 1955 see Economic Survey of Latin America 
1957, Op. cit., Part Two, chapter IV, pp. 149 e¢ seq. 

°? The retention quota, which is a contribution in kind that has 


i 

| 

Table 105 | 

COLOMBIA: COMPOSITION OF IMPORTS, 1955-58 | 


(Percentage of total) / 

; 

1955 1956 1957 i || 

Consumer goods ... . 16 12 9 14 
Raw, matetials= 29.) ae 31 36 52 40 | 
Fuel spa Gabe eo Aaa 4 4 4 3H] 
Gapitalesoods. = = mae: 49 48 35 43 
Otal smMpOLtsa eee 100 100 100 100 | 


(amr “rr Sr ERENT ST ET EE 


Sources: For 1955-57: data from the Anuario de Comercio Exterior de Co-\ 
lombia, adjusted by ECLA; for 1958: National Administrative Department } 


of Statistics, Boletin Mensual de Estadistica. | 
i 
surrender (the reintegro) was reduced from 100 to 85 dol- H 
lars per 70-kilogramme bag. On imports (except those of | 
the petroleum and mining industries) a remittance tax of 
ro per cent has to be paid with dollars bought on the) 
free market. The free exchange rate was maintained for re-| 
exports of unregistered capital and other invisible export} 
items. The measures adopted in connexion with coffee were || 
partly responsible for the fact that domestic prices for this} 
commodity followed the same trend as New York quota- || 
tions from the first quarter of 1958 onwards (see table) 
105). 

athe new exchange act passed by Congress does not seem | 
to have introduced any radical innovation except for the} 
above-mentioned incentives to exports other than coffee. | 
However, certain formal modifications will enable the ex- | 
change system to operate more efficaciously and on a sound- | 
er legal basis. The new system will maintain the clas-) 
sification of imports in three categories: (a) free; (b) 
licensed; and (c) prohibited.®* In addition to the exchange | 
reform, Congress also approved a new tariff system which | 
will enable the Government to resort more freely to in-| 
direct import controls. 

Lastly, another measure adopted at the end of 1958. 
may enable Colombia to swell its foreign exchange budget 
by over 18 million dollars. The Government decided that | 
petroleum companies should surrender 25 per cent of their | 
export profits, plus another 25 per cent on domestic sales 
of petroleum which are effected against dollars although | 
the oil is produced in Colombia. 


to be paid by coffee exporters, was 10 per cent when it was first 
established in March 1958, and was raised to 15 per cent two 
months later. 

°8 An important measure which was included in the projected 
exchange system is that relating to the operation of the Exchange 
Stabilization Fund (Fondo de Estabilizacién Cambiaria), but it 
seems likely to affect the internal monetary situation more than 
the external sector. This measure will be discussed later. 


III. BALANCE OF SUPPLY AND DEMAND 


The forces making for expansion weakened in 1958 as the 
result of a tightening-up of fiscal and credit policy, apart 
from the changes introduced in the coffee sector, details of 
which will be given later. Consequently, the domestic con- 
sumer price index increased by barely 7 per cent in 1958, 
in relation to the 22-per-cent increment in 1957. The rise 
was particularly moderate as from the third quarter (see 
table 106). After world market coffee prices began to fall 
during the second half of 1954, the Government adopted 
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the following two important measures designed to keep up 
the internal level of production and income: (a) provision 
was made for the building-up of coffee reserves financed 
mainly by the Banco de la Republica and (b) a program- 
me of increased fiscal expenditure, especially on public 
works, was initiated. This latter gave rise to budget deficits 
that were partly financed with credits. The expansion of 
the primary components of the money supply afforded the 
commercial banks an opportunity of extending their credit 


Table 106 
COLOMBIA: MONEY SUPPLY AND PRICE LEVELS, 1955-58 


SS SE SEE SI PS SEE DS SE I AE ES SSIES SEED, 


Domestic consumer 


Year and Money supply yee index» 
quarter (millions of pesos) (July 1954 to June 
1955 = 100 
1955 (December) . I II 102 
1956 (December) . 2 376 IIo 
957 
Tee eae ae 2 434 II5 
Jaco bo) EW 2 638 125 
PES. eee 2575 130 
Nae ee aah tore 2 697 134 
1958 
1 ate ane 2756 136 
Dye ak aes 2915 142 
18 Les ore ede es 3, 086 143 
UL Vise echce eet 3263 144 


SL SE ESTELLE CSTE LI CS 


Sources: For money supply; International Monetary Fund, International 
Financial Statistics; for consumer price index: National Administrative 
Department of Statistics, Boletin Mensual de Estadistica. 

8 Excluding official deposits. 

> In relation to the wage-earning sector. 


Operations with the general public by means of loans and 
discounts. 

The sources of credit expansion in 1955-58 are shown in 
table 107, from which it can be seen that the primary 
sources of the money supply expanded on the whole much 
more slowly in 1958. The rate of growth of “loans to the 
private sector’, the largest and most dynamic part of which 
comprised the financing of coffee stocks, and which in 1957 
had been one of the most important determinants of ex- 
pansion, began to slow down during the last quarter of 
that year and remained stationary as from the third quarter 
of 1958, when the financial burden represented by the 
building-up of coffee reserves was transferred to the coffee 
industry. In absolute terms, loans from the Banco de la Re- 
publica to the ee sector steadily decreased from the 
third quarter of 1958 onwards, despite the high level at 
which the new coffee stocks were maintained (see table 
108 in comparison with table 107). 

Furthermore, in February the monetary authorities de- 
creed a 20-per-cent reduction of the limit on the com- 
mercial banks’ rediscount operations, determined as a pro- 

ortion of their capital and reserves. At the same time, the 
Biaks were forbidden to raise this limit even if they aug- 
mented their reserves and capital after 31 January. 

Nevertheless, the increment in these primary determinants 
of the money supply might have induced the commercial 
banks to increase their loans to the public; but the monetary 
authorities applied restrictive measures. As from March, the 
compulsory cash reserve was raised from 18 to 20 per 
cent and from 9 to 11 per cent for sight and time deposits, 
respectively. (The 25-per-cent margin required for savings 
accounts underwent no alteration.) Another regulation pro- 
vided for the maintenance of a reserve amounting to 100 
per cent of the increase in sight and time deposits in 
relation to balances registered as from 30 January. In May 
and June further increases in legal reserves were imposed. 
The proportion compulsory for current accounts was raised 
to 21, 22 and 23 per cent as from 14 and 28 May and 
rr June, respectively; and for sight deposits, to 12, 13 
and 14 per cent, respectively, as from the same dates. Thus, 


despite the increment registered during 1958 in deposits 
transferable by cheque in commercial banks, the latters’ 
loans to the private sector increased by barely 3 per cent, 
whereas they had risen by 26 per cent in both 1956 and 
1957 (see again table 107). 

Monetary was reinforced by fiscal policy. Public expen- 
diture in 1958 expanded more slowly than income, partly 
because outlays on public works were smaller in monetary 
terms and therefore very modest in real terms. Provisional 
data indicate a surplus of more than 100 million pesos in 
1958, after several years of budget deficits (see table 109). 

As regards the influence of costs on the inflationary pro- 
cess, wage movements fell into line with a more moderate 
rise in prices, at any rate up to September 1958. Manual 
workers’ wages had increased by over 30 per cent between 
December 1956 and 1957. As can be seen from table r10, 
between 1957 and 1958 they went up only 13 per cent. 
Employees’ salaries, however, rose by 13 per cent in 1958, 
as against an increase of barely 6 per cent in the preceding 
year. 

The description of the balance of supply and demand 
which is attempted here would be incomplete without spe- 
cial study of the movements of the income generated in 
the coffee sector, which is one of the most important ele- 
ments in Colombia’s total demand. As was explained in 
full detail in the Economic survey of Latin America, 1957,°+ 
the level of this income is determined not only by world 
market coffee prices and the volume of exports, but also 
by the effective export exchange rate resulting from official 
intervention; the reimtegro; the current exchange rate ap- 
plicable to coffee; the free market dollar rate; and special 
taxes. The Colombian Government’s control of these varia- 
bles has enabled it to exert considerable influence on the 
coffee sector's level of income. In reality, from 1952 to 
1957 the peso equivalent of its earnings was allowed to 
increase, despite the steady fall in world coffee prices from 
1954 onwards. The level of income was then represented 
by the peso value of external sales — determined in its 
turn by the effective exchange rate for coffee exports, with 
due regard to the above-mentioned variables — plus the 
sums in pesos accruing from unregistered exports of coffee 
and from purchases effected by the National Federation of 
Coffee-Growers (Federacién Nacional de Cafeteros) with 
a view to the formation of reserves. 

Table rrr presents the necessary data for an appraisal 
of the changes which took place in the coffee sector's 
level of income up to and including 1958, as well as of 
the role played by the Government in determining it. The 
steady fall in New York quotations for Manizales coffee 
was accompanied by a rise in the effective exchange rate 
(pesos to the dollar) assigned to coffee exports. Conse- 
quently, the peso value of exports attained a higher level 
than in 1957. 

To determine whether the growth of total income in the 
coffee sector ran parallel to that of the value of exports, it 
is necessary to ascertain what happened with respect to the 
financing of reserves and what changes took place in the vol- 
ume of unregistered external sales. There was probably 
a reduction in peso payments under the head of investment 
in stocks, to judge from the loans granted to the private 
sector by the Banco de la Republica (see again table 107). 
Still, such investment seems to have decreased a good deal 
less than exports increased. Unless, therefore, unregistered 


54 Op. cit., Part Two, chapter IV, pp.154-157, and tables 147 
and 148. 
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Table 108 


Table 109 
SOLOMBIA: VALUE OF COFFEE STOCKS FINANCED BY COLOMBIA: SRECHIE S AND EXPENDITURE OF THE 
THE FEDERACION NACIONAL DE CAFETEROS ee ee 
WITH CREDITS FROM THE BANCO DE LA iL); 
REPUBLICA AND OTHER BODIES* Gabi oneneis Petey) 
(June 1957 — November 1958) 1955 1956 1957 19588 
SS STIR SEP SEY YE CESS SUI SI ES GS TET Total receipts? Cghoe FC I 466 I 308 I 240 I 782 
, Me Total expenditure®. . I 649 I 357 I 293 I 665 
Year and month Millions of pesos Public works*. oS 383 397 378 305 
Surplus or deficit. . — 183 — 49 — 53 + 117 
I957 
Sources: Ministry of Finance and Public Credit, Boletin de la Direccion 
‘iliatoe AO, Ee eee ee ey ae 58 ae BrentReags Diational Administrative Department of Statistics, Boletin 
ensua t Lica. 
Jay hee ee ee ee a a pet o Pieveiaiacs ‘tlies 
USUS te ae Tew cy i es 130 > Total receipts and expenditure for 1955 do not include the transfer pay- 
September =a te as Seer ls, we 168 oe a to ae million pesos effected for the financing of the 
az t: Ww : 
eae O yee? etl Cia ee. ait BOE, ¢ Total Spendics (Gachiline additions to reserves). 
Secale Soy de Ge chet ae ee ane 249 4 Included in expenditure. 
CCOMDCLe nace Geb wee ts oo Gk kere 281 
1958 Table 110 
ANUALV MOTE I eee ey ite mo ask 354 COLOMBIA: AVERAGE SALARIES AND WAGES IN 
lit Mate om, on ea ee Gat 402 MANUFACTURING INDUSTRY, 1956-58 
arch . 433 
April. 459 Employees Manual workers 
May 3 en RS 499 Year and month (Monthly salary (Wages per hour 
UNC ees oe a ee 576 in pesos) in pesos) 
uly aera Ale On, ie: 614 ae a oe ae 
August . by Eka Ss ta Sha: 596 1956 Atos Sye9/ 0.73 
. September 542 I 6 fo) 
October ee Eee Ee oe ae 493 eu oe a 
INovcmbenmers (oe une oe ee es 486 March... . 513 ee. 
Junee eee 536 0.95 
September. . . 582 1.06 
Sources: Up to June 1958: J. M. Marulanda, Memoria de Hacienda, op. December. . . 580 1.07 
cit., p. 16; for other months: Banco de la Republica, Economic Research 
Department (Departamento de Investigaciones Econdmicas del Banco de 1958 618 I.I0 
la Republica). March ° r.08 
® Up to March 1958 financing was based mainly on credits from the Banco ee LA, 59 3 
de la Republica, with, in addition, those granted by the Fondo Nacional June... .. 617 1.10 
ee kk eee ore oe op (eee from Seti pare are September . 640 Tew 
also included, toget with tho rom t atio Gait —_— 
significant FanO¢aLOn (see Deceecs Nos, 80 ax 102, 1958). ae : December. . 649 pane 


Source: National Administrative Department of Statistics, Boletin Mensual 
de Estadistica. 


Table 111 


COLOMBIA: FACTORS INFLUENCING THE PESO VALUE OF COFFEE EXFORTS 


aR RS RW SE UE ITT LSI 2 ISLES A CE SEE IIE SS EE, BEE SE ED ELI TI TE IT I ELE SLE CID EE OTL 5 TE TOIT SLE EI 


New York Export price Volume Hypothetical Effective Estimated Estimated 

market price foba exported value of exchange export price export 
Year and period (Manizales (Dollars (Millions exports rate (Pesos fobe value 

coffee, cents per 70-kg. of 70-kg. (Millions to the (Pesos per (Millions 

per pound) bag) bags) of dollars) dollar) 70-kg. bag) of pesos) 
MOSS ate ens foe em eee 64 96 5.02 484 2.45 234 I 175 
| (OCS Eee ios, oe mere 74 I09 4.35 475 2.84 319 I 300 
HOSS. ec ce, 8 She 64 93 4.13 385 3.61 337 I 400 
January-June. .... . 68 10% 1.72 174 3.07 311 550 
july-December™= =e 60 87 2.41 212 4.05 356 850 
a ee 53 76 4.71 356 4.87 371 LILT 
January-March... . . 55 80 1.05 84 4.59 368 368 
Aprile|une ses ee 54 79 0.86 68 5.00 397 342 
July-September. . . . . 52 75 1.48 IIO 4.95 372 546 
October-December .. . 49 70 1.32 94 4.92 347 461 


H tice and volume of exports: Revista del Banco de la Republica (the figure for the volume exported represents legal exports) ; 
eee ee ee estimates prepared by the Economic and Fiscal Planning Committee (Comité de Planeacién Economica y Fiscal), 1958: 
ECLA estimates based on data provided by the Banco de la Republica. Coffee differentials, reintegro values, free exchange rates, certificates rate, purchases 
of foreign exchange certificates, export duties, etc., are taken into account. 
2 Estimates based on figures in preceding column, freight being taken into account. 
b Estimates based on ious in preceding column. 
¢ Value in dollars multiplied by the effective exchange rate. 
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exports greatly diminished, the peso income of the coffee 
sector is likely to have risen in 1958.5° However, this ex- 
pansion seems to have taken place mainly in the first six 
months. During the second half of the year stockbuilding 
payments ceased, and the effective exchange rate fell, be- 
cause New York quotations dropped below the reintegro 
value. 

The reduction of this reintegro value, a measure in line 
with the tradition of adjusting it to the fluctuations in 
world coffee prices, has hitherto served to counteract the 
decline in the effective exchange rate. During 1958, the Go- 
vernment readjusted the reintegro four times over, bringing 
it down from 85 dollars per 70-kilogramme bag in March, 
to 71, 78 and 71 dollars in June, September and Decem- 
ber respectively. 

The new exchange regulations approved by Congress in 


5° Table r1z shows the aggregate effect of the modifications in 
the exchange system. In March 1958, a substantial increase in 
the effective exchange rate largely offset the impact on the coffee 


IV. THE OVER-ALL LEVEL OF ECONOMIC ACTIVITY 


As has been pointed out, the fall in world prices for its 
staple export commodity, together with the need to am- 
ortize the external debt accumulated between 1956 and 
1957, compelled Colombia to curtail its imports of raw 
materials and capital goods, both directly and by means of 
credit restrictions. It was only to be expected that a slacken- 
ing of the rate of economic activity should result, at least 
in some important sectors of the economy. Not enough 
data are available, however, for a precise estimate of the 
evolution of the Colombian economy as a whole. 

The employment index shows a decline in the economy's 
capacity to absorb the increment in the labour force. In 
1958 the number of manual workers remained the same as 
in the preceding year, when it had exceeded its 1956 figure 
by 5 per cent. The number of employees rose by 3 per 
cent between 1957 and 1958, whereas between 1956 and 
1957 the corresponding increase had reached 13 per cent 
(see table 112). 


Table 112 


COLOMBIA: INDICES OF EMPLOYMENT IN 
MANUFACTURING INDUSTRY, 1956-58 


(November 1953 = 100) 


Year and end of quarter Employees Mana Total 
LOS Owelrm tsiisy esi ose ies «ate 132 IIo Ir3 
Marchi. : cee 124 106 108 
UNE y cer ae I24 106 109 
September... . I4I II5 118 
December... . 143 115 II9 
LOST ARMS oh. Soe ee ay es 149 I16 I20 
Na tChiaeere oet 147 I16 120 
Jie yeeros 148 I16 120 
September... . 151 117 121 
December... . I5I TG 121 
HOSE 6 0 6. PaO een 154 II5 I20 
IMENdoy. “O° 5 ees 153 115 I20 
sUNem on ne - 154 114 119 
September... . 155 115 120 
December... . 157 116 122 


RTE TEI SWS SS TT IT SE PS IEEE 


SourcE: National Administrative Department of Statistics, Boletin Mensual 
de Estadistica. 
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January 1959 included the introduction of a measure which} 
should serve as an important complement to the Colombian)j| 


Government’s monetary stabilization policy. The Exchange} 


Stabilization Fund (Fondo de Estabilizacién Cambiaria) 1s) 
now forbidden by law to lend or invest sums deriving} 


from prior deposits on imports, as it was formerly entitled | 
to do. 


| 


When the main events that influenced the balance of | 
supply and demand in 1958 are summed up, two different) 
aspects may be noted. In the first half of the year, measures } 
to restrict credit were partly offset by higher income levels} 
in the coffee sector, and the upward trend of prices, which) 
had gained momentum in 1957, continued, but at a more) 
moderate rate. During the second half, the maintenance | 
of monetary and fiscal restrictions, plus the effects of the 
exchange reform, helped to slow up still further the rise | 
in domestic prices. 


sector of the cessation of Banco de la Republica loans for the} 
building-up of reserves. 
} 
| 


Construction activities, which had already fallen off in || 
1957, continued to decline. The total construction index || 
registered a 5-per-cent decrease between 1957 and 1958.°° | 
Construction for industrial purposes was reduced by nearly | 
3 per cent in 1958 after a drop of over 20 per cent in | 


1957. Still more intensive was the decline in construction 


for commercial purposes, which in 1958 sank to a level | 
over 40 per cent below the preceding year’s, when a 20- | 
per-cent reduction had been registered in relation to 1956 | 


(see table 113). 
The index for clearing of cheques showed, if not a de- 


cline, at least a slackening of the rate of increase, as it | 


tose by only 1 per cent in 1958, in comparison with the 
1957 figure of 7 per cent. In 1956 the increment had been 
16 per cent (see table 114). 

In 1958 the number of new enterprises established also 


decreased.*’ The data on manufacturing production present- | 
ed in table 115 are insufficient for conclusions to be drawn | 
as to the total behaviour of the sector. Alongside reduc- | 


tions in output registered in relatively important industries 
(cement and crude steel, for example), production incre- 


°° The total includes, in addition to commercial and industrial 
construction, other types which are excluded here because annual 
statistics are not easily comparable. 

°7 See Boletin Mensual de Estadistica for statistics on the 
formation of new companies. 


Fable 113 
COLOMBIA: CONSTRUCTION INDICES, 1955-58 


(Square metres under authorized construction) 


Commercial Industrial 
een: Totala establishments establishments 
i (1955 = 100) 
(1956 = 100) 
TOS Oats 131 100 100 
Lp yf 3 a a 132 ot ila 
LUSEHES Mo ge 125 53 75 


Source: The indices were calculated on the basis of data published by the 
National Administrative Department of Statistics in its Boletin Mensual 
de Estadistica. 

a Besides construction for commercial and industrial purposes, the total 
figure includes other unspecified types of construction. 


Table 114 


COLOMBIA: INTERNAL CLEARING OF CHEQUES, 1955-58 


eS SI SR EEE DA ECS EE PES A PES A ST 


a 
eg Weide or fone (1933. aS 
1955 - 22 590 I0O0 
1956. 26 244 I16 
1957. 28 050 I24 
1958. 28 250 I25 


SSE A SE ERT NS EPS STS OO EEE PE PST ETE, 9S SS 


Source: Revista del Banco de la LU hate 


a pares at current prices were deflated by the domestic wholesale price 
index. 


ments are found in industries of equal importance, such 
as petroleum and electric energy. It is worth noting, how- 
ever, that although the level of imports was low in 1957 
and 1958, several enterprises possessed stocks of raw ma- 
terials, and industrial undertakings can of course defer the 


teplacement of equipment. This state of affairs should in 
no respect be indefinitely prolonged, and it is in fact 


assumed that stocks of capital goods and raw materials ac- 
cumulated in previous years will be almost exhausted by the 
eatly months of 1960.58 Despite the lack of statistical 
data, it is thought that there was a certain falling-off in 
new industrial investment during 1958. Balance-of-pay- 
ments difficulties prevented the installation of several im- 
portant enterprises and the expansion of those already in 
existence. Furthermore, a number of financial problems 


°® See The New York Times, New York, 15 January 1959. 


were created by the credit restrictions introduced, as well 
as by the temporary freezing of part of the assets of enter- 
prises through the system of prior import deposits. 

In the agricultural sector, partial official estimates for 
1957 and 1958 seem to indicate an increase in production 
(especially in the latter year) in relation to the preceding 
two-year period. This increment is partly attributable to 
the easing of the situation of unrest which had been af- 
fecting Colombia’s rural sector during the last nine years. 

In conclusion, it may be asserted that in 1958 the Co- 
lombian economy pursued the difficult road represented by 
that phase of its development which began in 1955. As the 
capacity to import seems unlikely to suffice for the purchase 
of enough equipment and raw materials to enable its po- 
tentialities to be exploited to the full, Colombia is in danger 
of witnessing a continued slowing-up of its development. 
The inflow of foreign capital should exert a highly favour- 
able influence; inasmuch as it will restore some degree of 
flexibility to the economy and will enable it to resume 
the process of expansion. Where demand is concerned, the 
projected reduction of expenditure by the public sector, 
combined with monetary restrictions, may also cause some 
degree of stagnation, even in industries which are not greatly 
dependent upon imports. Nevertheless, the incentive afforded 
by satisfactory prices and the selective expansion of credit, 
together with the elimination of the institutional factors 
hampering agricultural development, may lead to more ef- 
ficient utilization of Colombia’s wealth of unexploited re- 
sources, so that its economy as a whole may come to be 
less dependent upon coffee and may once again continue 
to develop. 


Table 115 


COLOMBIA: INDICES OF MANUFACTURING OUTPUT 


(1955 = 100) 


SLI EE EP SESSION SSF ELS 1S EP I SESE SE I a PT EE SES ELT NR AP TEE SS, 


Comentog tel eter ane ie: 
Paper and board (1956 = 100) 
Tyres for motor vehicles . 
Inner tubes for motor vehicles . 
Pig iron Ts. FY 

Crude steel 

Finished steels . afte: 
Extraction of petroleum . 
Refining of petroleum . oes 
Electricity for industrial use . 
Electricity for public utilities . 


1956 1957 1958 
Teg) DIT) 116 
100 140 140 
147 151 126 
152 102 _— 
I17 127 148 
II5 156 155 
193 244 235 
IIl II5 118 
IIO II9 I7I 
113 I25 128 
108 118 130 


mr a I SI a SS TD EE ET EL OT EY ELLIE IES LIAS 


Sources: For electric energy for industrial use: Revista del Banco de la Republica; for energy for public utilities: 
United, Nations, | Statistical Yearbook — 1958; for other items: see the sections on the manufacturing and 


extractive industries in Part Two, chapter I of the present Survey. 


CH Tole 


I. INTRODUCTION 


The trends registered in the Chilean economy in 1958 
showed no radical change in relation to 1957.°° The anti- 
inflationary measures of a monetary character were main- 
tained and, at the same time, as the Government had found 


59 See Economic survey of Latin America 1957, op. cit., Part 
Two, chapter VI, pp. 197-209, for an account of the structural 
problems affecting the Chilean economy. 


it impossible to balance the budget or completely cover the 
deficit with external loans, futher recourse was had to 
the Banco Central, a great many financial debts were left 
outstanding and deposits were heavily drawn upon. Thus 
the persistent gap between the public sector’s income and 
its commitments largely cancelled out the favourable effects 
expected of anti-inflationary policy, while the impact of 
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the latter was sustained essentially by the private sector 
— especially trade, industry and the wage-earning groups —, 
with the result that insolvency, unemployment and a decline 
in real income began to produce a cumulative trend towards 
a weakening of the economy. 

Something approaching stagnation of the gross domestic 
product in real terms combined with a perceptible dete- 
rioration in the terms of trade and a sharp contraction of 
imports to reduce the aggregate supply of domestically- 
produced and imported goods. On the other hand, monetary 
demand once again expanded, chiefly because of the fiscal 
deficit financed with issues in favour of the Government. 

The apparent contradiction between the continuance of 
monetary inflation and the falling-off in important sectors 
of production shows that stability could not be attained by 
means of a passive policy, that is, one designed to reduce 
private expenditure, in contrast with an active stabilizing 
policy aimed at restoring equilibrium by expanding produc- 
tion and increasing employment. 

It is true that a new drop in copper prices, which in the 
early months of 1958 sank to their lowest level in eight 
years, tended to aggravate still further the problems con- 
fronting the Chilean economy. But, however important this 
factor, its immediate influence should not be over-estimated. 
Owing to the difficult situation in which its economy had 
been placed by the fall in copper prices, Chile obtained, in 
the course of 1958, short-term external loans which in fact 
fully offset the decrease in its income from copper, for 
both budget and balance-of-payments purposes. Neverthe- 
less, this did not prevent purchases abroad from being 
once again curtailed because of the persistent inadequacy of 
the capacity to import.6° Again, partly as a result of the 
new tax system established for the large copper mining 
companies in May 1955,°1 the quantum of production was 
not affected by the unfavourable world market conditions, 
while employment and wages were correlatively maintained 


6° In 1957, too, the reduction in copper earnings had been 
largely offset by external loans; but the effects of the decline in 
income registered in that year continued to make themselves felt 
in 1958, whereas compensation by means of external loans in 
1958 covered only the additional losses suffered in the latter year. 
°t In essence, this system is designed to reduce the tax burden 


If. EVOLUTION OF THE 


A further 13.4-per-cent reduction in the average price of 
the copper exported by the large mining companies was the 
factor that carried most weight in Chile’s external accounts 
in 1958. In conjunction with a decrease in the net inflow 
of capital and an increase in the financial burden deriving 
from the servicing of foreign investment, this fall in copper 
prices was responsible for an abrupt downturn in the total 
capacity to import (see table 116). 

Nevertheless, the quantum of exports remained practical- 
ly unchanged, and so did the value of exports other than 
copper. The drop of some 34 million dollars in total ex- 
ports was therefore essentially due to the downward move- 
ment in copper prices (see again table 116).% 


68 The large mining companies’ output of copper was affected 
in 1958 by a 51-day strike at Chile’s most important mine, which 
brought production to a leval 21 000 tons below that of 1957. 
Yet total sales by the same companies exceeded those registered 
in the preceding year by 4000 tons. To cover the difference, 
25 000 tons were withdrawn from the stocks of Chilean copper 
maintained in the United States by the companies concerned. 
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in the companies concerned,®* and the implementation of | 
investment programmes continued. All this made for sta-_ 
bility in the economy as a whole. fal 

Agricultural production was another propitious factor. 
Thanks to a fairly considerable increase in the area under 
seed, and still more to highly favourable weather conditions, 
the quantum of the 1957/58 harvests, most of which were 
gathered in during the first half of 1958, was 18 per cent | 
larger than the figure for the preceding agricultural year, 
so that it was possible to reduce the volume of some es- 
sential imports, and the rising trend of domestic prices for 
certain basic foodstuffs was slowed up to a noteworthy | 
extent. | 

Despite the marked progress achieved in certain sectors 
(paper, together with sugar- and petroleum-refining), a | 
further decline in the aggregate industrial production index | 
implied a 12-per-cent regression in three years. While there 
were some signs of a rise in the productivity of labour in 
industry, unemployment, on the other hand, greatly in- | 
creased. The social implications of such state of affairs are | 
serious in a country where under-employment had attained 
considerable proportions even before 1958, and where, in | 
contrast with the steady vegetative growth of the labour | 
supply, the rate of gross investment seems to hold out no 
promise of improvement. The main cause of the down- 
ward trend in industrial production since 1955 is to be 
found in the contraction of purchasing power which result- 
ed from the considerable reduction of salaries and wages 
in real terms, and from the decline of over 50 per cent in 
private building activities which was brought about by credit 
restrictions. 

All these factors, together with others which will be 
discussed in some detail at a later stage, helped to cause a 
marked depression in the Chilean economy in 1958. 


as the level of production rises. For fuller details see ‘Some 
aspects of the acceleration of the inflationary process in Chile’, 
Economic Bulletin for Latin America, Vol. 1, No. 1, especially 
page 53. 

°° A 4.5-per-cent contraction in the volume of the large mining 
companies’ output of copper was the result of a prolonged strike 
at Chuquicamata. This did not affect the volume of sales, which 
exceded the 1957 figures by 1 per cent owing to a substantial 
reduction of inventories. 


EXTERNAL SECTOR IN 1958 


It should be recalled that in 1957 the unit value of the cop- 
per exported had already fallen 29.8 per cent below the very 
high level attained in 1956, and that the result had been 
a considerable balance-of-payments deficit. This deficit was 
covered by means of direct compensatory credits, imports 
of United States surpluses for which payment could be 
made on deferred terms or in Chilean currency, postpone- 
ment of payment for other imports, and reduction of credit 
balances in bilateral accounts and of reserves. On the other 
hand, it is also true that in 1957 the value of Chile’s 
imports had risen by about 80 million dollars, that is, by a 
sum approximately equal to the diminished value of copper 
exports. In other words, the 1957 foreign exchange budget 
had contemplated a volume of imports adjusted to assumed 
export values estimated on the basis of 1956 prices. To 
some extent, the same thing happened again in 1958. In 
view of the sharp drop in copper prices, measures were 
adopted in 1957 to bring demand for imports into line 
with the contraction in Chile’s capacity to import. But 


Table 116 


CHILE: MAIN COMPONENTS OF FOREIGN TRADE AND THE BALANCE 
OF PAYMENTS, 1956, 1957 AND 1958 


(Millions of dollars) 


1956 1957 1958* 

JENA Oyj QOGENS INCUAP os oh 6 bo wk 489 404 370 
Copper from the large mining companies®. . . 311 243 198 
Ofhersminingsexportsmaa seen any 112 94 93 
Agricultural commodities Saat cig 33 36 35 
Manufactured goods and miscellaneous. . . . 33 Ba 444 
Services (net)° . : —II2 — 49 == 37/ 
Movements of capital (net) ......... 24 27 28 
MOLZIECAP AOU YNTOMID DORE an ae ee 401 382 341 
Li PDS AGS SE a 390 473 386 
Balance-of-payments position ......... II — 91 — 45 
Compensatory external financing. ....... — 13 67 47 
CQGEO. GP FECTION, poe oe a eee — 2 — 24 2 


ie 


Sources: Memorias del Banco Central; and data prepared by ECLA on the basis of figures obtained from the 
Banco Central de Chile, International Exchange Commission (Comisién de Cambios Internacionales), Copper 
Department (Departamento del Cobre) and University of Chile, Institute of Economics (Instituto de Economia). 

a Figures subject to revision. 

> The adjustments made for copper from the large mining companies account for the difference between these 
figures and the data published by the Customs Department (Superintendencia General de Aduanas). 

¢ Effective external sales, after deduction of expenditure outside the country and adjustment for changes in 
inventories abroad. The value of the copper handed over to domestic manufacturing industry, whether for 
internal consumption or for export. 

4 This increase is attributable to the recrudescence of exports of copper manufactures, which in 1957 had 
shrunk to the negligible figure of 3 000 tons owing to the suspension of Argentina’s former annual purchases 
of approximately 10000 tons. The trans-Andean market did not open in 1958, but on the other hand 
arrangements were made for the sale of 20 000 tons of copper wire to the Soviet Union. A rapid expansion 
also took place in exports of newsprint, which began in the last quarter of 1957, and in 1958 attained a 


total value of nearly 4 million dollars. 
¢ Excluding deferred fiscal payments. 


° 


the action taken proved inadequate and belated, in face 
of a further decline in copper earnings during the second 
half of 1957 and at the beginning of 1958. The regulations 
in force were not adjusted to the cut in receipts until 
February and May 1958, when the prior deposits required 
from importers were raised to much higher levels. There 
was, of course, bound to be a time-lag before the effect 
of such measures on the value of imports could make 
itself felt, and evidence of this is provided by the progres- 
sive decrease in the following quarterly figures: 


Imports with exchange coverage®+ 
(millions of dollars) 


Quarter 1957 1958 

I S74 76.8 

II 106.8 69.3 

il 90.4 66.2 

IV 95.5 wre 
Total 380.1 276.0 (estimate) 


It should be pointed out that the foregoing table shows 
only purchases against freely disposable foreign exchange. 
It excludes those effected either with the importers’ own 
foreign exchange — as in the case of the large mining 
companies — or against external loans for specific de- 
velopment purposes, like those obtained from the In- 
ternational Bank, some of those granted by the Export- 
Import Bank, etc. ; 

Imports in the last two categories totalled 93 million 


°4 According to data supplied by the International Exchange 
Commission. These figures refer to payments for imports, and 
may not coincide exactly with customs statistics based on the dates 
on which the goods concerned were brought into Chile. 


dollars in 1957 and approached 11ro million in 1958. As 
can be deduced from their source, such imports include a 
large proportion of capital goods for new investment, but 
they also comprise purchases needed for the current oper- 
ation of the large mining companies and part of the 
consumer imports for free zones. Their expansion in 1958 
is evidence of increased capital formation, at any rate in 
those sectors of activity which depend on the large mining 
companies and on the public, semi-official or private en- 
terprises which benefited by external development loans. 

In the other sectors of the Chilean economy the si- 
tuation was very different. In view of the essential nature 
of most imported goods, the measures applied to restrict 
imports with exchange coverage affected investment much 
more than consumption. Moreover, the effects of the 
restrictions on consumer imports were mitigated by a good 
wheat harvest and a substantial increase in petroleum 
extraction. These two lines of production were responsible 
for import substitution to a value of about 30 million 
dollars. 

In view of the substantial volume of imports effected in 
the preceding year and the decline in industrial activity, 
there were no noteworthy shortages in Chile’s supplies of 
raw materials or of essential spare parts for machinery. 
The most serious reductions caused by the restriction of 
imports of capital goods were those affecting chassis for 
lorries (12 million dollars or 85 per cent), sewing- 
machines and office equipment (60 per cent), railway 
equipment, industrial machinery in general and agricultural 
machinery. On the other hand, imports of oil prospecting 
equipment were quadrupled. 

To sum up, a contraction of approximately 25 per cent 
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Table 117 


CHILE: PUBLIC SECTOR’S SHORT-TERM EXTERNAL DEBT, 1957 AND 1958* 


(Millions of dollars) 
RY SP A ESF SEE I SE TS TESS TI I 


Stand-by credit utilized 
Export-Import Bank . 
Federal Reserve Bank . : 
United States private banks . 
Bills discounted abroad . 


As at 31 As at 31 Changes 

skies December 1957 December 1958 in. 1958 
31.1 41.8 10.7 

12.5 2785 15.0 

5.0 — — 5.0 

— 23.0 23.0 

— 3.6 3.6 

48.6 95-9 473 


Total ae 


a LP TE ET TS ES ED SI ES TT SE EE EEE A TD 


Source: Bulletins of the Banco Central de Chile. 


a Represenis financing of current balance-of-payments deficit. Excludes investment and development loans, as well 
as deferred fiscal payments, which amounted to 20 million dollars in 1957 and increased by a further 6 


million in 1958. 


in total imports against ‘‘domestic’” resources, i.e., excluding 
those corresponding to capital receipts, did not suffice to 
stabilize the trade balance, which in fact showed a deficit 
estimated at 45 million dollars.® 

This deficit in the balance of payments was financed 
with compensatory credits (see table 117), obtained partly 
by utilization of a higher proportion of the stand-by credit 
which had been renewed and increased at the beginning of 


°° What apparently accounted for this figure was the decrease 
in the value of the large mining companies’ copper exports in 
1958 (see again table 116). But the reduction in the income 
which copper represented for the Chilean economy cannot be 
calculated in this way. The figure given in table 116 for the 
large mining companies’ exports stands for the total value of 
copper sales, but the inflow of foreign exchange into the Chilean 
economy always falls below this level, since the companies retain 
their net profits abroad. The retorno, or foreign exchange income 
accruing to Chile is divided into the following two parts: the 
Treasury's share in profits and the counterpart of costs and 
reinvestment covered in pesos. In 1958 the Treasury’s percentage 
share in profits was almost the same as in the preceding year 
(66 per cent), but the amount of the profits themselves was 
seriously affected by the fall in prices. The retorno for costs and 
reinvestment was also lower. However, the volume of imports of 
machinery and materials for the expansion of plant increased, but 
the foreign exchange allocated to such imports obviously did not 
influence the supply of external means of payment for Chile’s 
imports in general. 

The following figures show the deterioration of copper income 
in the year under consideration: 


(Millions of dollars) 


1957 1958 Difference 


Fiscal revenue from taxes payable 

by large copper mining companies 72.4 50.4 
Foreign exchange income corre- 

sponding to domestic production 

costs and new investment of the 


—=!2 2:0 


large copper mining companies. 69.4 61.8 — 76 
Imports effected against the com- 
panies’ own foreign exchange . 13.5 C77, 4.2 


In table 116, the foreign exchange corresponding to the com- 


panies’ own imports comes under the head of ‘Movements of 


capital”, and net profits are included in the outgoings appearing | 


under the item ‘Services’. 


the year, and partly through new credits from the Export- 
Import Bank and from private banks in the United States. 
Thus the public sector’s short-term external debt was 
doubled in 1958. On the other hand, the volume of 
compensatory credits obtained in the course of the year 
easily covered both the loss of external resources caused 
by the fall in copper prices and the balance-of-payments 
deficit, which latter thus entailed no further drain on 
Chile’s international reserves. These rose from 48 to over 
50 million dollars, whereas in 1957 they had declined by 
24 million. 


Ill. INFLATION 


1. Price trends 


A study of the half-yearly fluctuations in wholesale price 
indices (see table 118) suggests at first glance that the 
inflationary process was gradually losing impetus up to 
mid-1958, regaining a little of its momentum in the second 
half of the year. But a somewhat more detailed analysis 
reveals that the economy’s capacity to respond to anti- 
inflationary policy was much greater in the 12-month in- 
terval between July 1956 and June 1957 than subsequently. 
During this period, prices were subjected to the combined 
effects of the following factors: a 60-per-cent increase 
(between April and December 1956) in the exchange 
tate applicable to payments for imports in general, plus 
a further rise of 14 per cent between December 1956 
and June 1957; the additional burden represented by the 
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abolition of exchange subsidies for imports of fuels and 
certain basic foodstuffs; and, as a last straw, a 30-per-cent 
increment in the official minimum wage as from January 
1957. In face of these developments, half-yearly increases 
of 23 and 18 per cent in the wholesale price index during 
the second half of 1956 and the first six months of 1957, 
respectively, seem quite moderate, even if it is assumed 
that the forces making for higher prices were spread out 
over a period of time. In the second half of 1957, prices 
in fact rose slightly more than the exchange rate, although 
there was no further change in the level of remunerations. 

The course of events was very different in 1958. It is 
true that the beginning of the year witnessed yet another 
increase in the official minimum wage and the bank ex- 
change rate, but in both cases it was smaller than the 
corresponding increment in 1957, nor was there the ad- 
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Table 118 


CHILE: WHOLESALE AND CONSUMER PRICES, 1957 AND 1958, 
AND BANK EXCHANGE RATE 


(Percentage increase in periods shown) 


Wholesale prices 


Year or Gomsemer Domestic production Imports Bank 

half-year ppces Grand total r Fuels anid a 

Total Agricultural Industrial Total Foodstuffs and raw 

materials 
II 1956 23 16 21 12 40 38 43 28 
I 1957 Fe 18 14 9 16 26 20 29 14 
{I 1957 18 18 17 25 I4 By. 29 19 16 
I 1958 9 Io 9 —J7 17 12 17 10 I2 
{I 1958 fag} II II 12 Il Io II ae) 12 
1957 34° 42 33 34 31 63 59 67 37 
1958 26" 25 24 IO 31 27 39 26 27 


RPL SRT ESS TRS OS EIS PT SST PS ESE AS BREESE ET IRS ES SSA ED EI EI I IE SIE SS EE PP EO SLES 


‘SOURCE: 
by ECLA 


Data supplied by the National Statistical and Census Service and published in the monthly bulletins of the Banco Central de Chile; adjusted 


‘8 These indices reflect the increase in the average index for the year given over the average index for the preceding year. They must not be confused with 
_ the increments registered from one December to the next, which are those usually published and on the basis of which the periodical readjustments of 
de official minimum wage are calculated. For 1957 and 1958 the December-to-December increases were 28 and 33 per cent respectively. 


ditional factor of the abolition of subsidies to be reckoned 
with. Furthermore, prices in the agricultural sector declined 
by 7 per cent as the result of a bumper harvest. Despite 
this combination of at least relatively favourable circum- 
stances, the wholesale index continued to follow a fairly 
marked upward trend, owing to the evolution of industrial 
prices. Their index actually rose by 17 per cent in the 
first half of 1958, that is, more than in 1957, when the 
circumstances were much worse. In default of reliable 
statistics on the volume of industrial sales and inventories, 
it can only be assumed that lack of liquidity compelled 
industry to sell part of its stocks in 1957 without fully 
taking into account their replacement cost. Unofficial in- 
formation tends to corroborate this hypothesis, especially 
as in the period under consideration the unemployment 
situation became markedly worse in industry proper. During 
the first half of 1958, on the other hand, industrial prices 
more directly reflected the higher operational costs for 
which not only wages and materials, but also the decline 
in the volume of production, as well as certain tax and 
bank surcharges, were responsible. In the second half of 
the year agricultural prices recovered from the decline re- 
gistered in the first six months, and this meant a bigger 
rise in the over-all index of wholesale prices. 


2. Factors of demand 


(a) The Government deficit 


Although the evolution of monetary factors largely re- 
flects price trends, this does not mean that in certain 
respects it may not also be the cause of a greater or lesser 
price inflation. A policy of selective restriction of bank 
credit may be of use in curbing speculative investment 
and propensity to consumption.®* Conversely, a lack of 
equilibrium between fiscal revenue and expenditure, when 
compensated by the creation ex nzhilo of additional means 
of payment, may exert, through monetary factors, a more 
severe pressure on prices. This phenomenon is one of the 
outstanding characteristics of Chile’s inflationary process. 
(i) The fiscal deficit and copper taxation. A deficit in the 
public sector's accounts is of course no new development, 
but in 1952 and 1953 it grew gradually larger, until 
in the latter year it represented 28 per cent of total 
expenditure. From 1954 onwards, and for three years in 
succession, a greater increase was registered in income than 
in expenditure, so that the relative weight of the deficit 


®6 Tt may also act as a brake on investment and production; but 
these negative aspects are discussed elsewhere in this same section. 


Table 119 


CHILE: DEVELOPMENT OF THE BUDGET SINCE 1953 
a EEE TE BT TE EY WS SE TS IY BE PIE A TE EEE NL I ES ESE TE LE ERS TR ESE EE ETS LN ESTELLE 


Expenditure» Income® » Balance 


Year : 
(Thousands of millions of pesos) 


Comparative rates of annual percentage increase 


B53. 54 39 —I5 
1954 . 83 64 —I9 
rO55 - 156 126 —30 
1956 . 231 205 —26 
1957 . 352 296 —56 
1958 . 458° 373° —85° 


SourcEs: Data given by the Minist 


Deficit as eae 

percentage ; on 

of expenditure Expenditure Income Balance BP 
index 

28 

23 54 64 By 2 

22 88 97 58 75 

II 48 63 — 13 56 

16 52 44 II5 34 

19° 30° 26 520 26 


ty of Finance, Apéndice Técnico del Presupuesto de la Nacion, 


1958 (Technical Appendix to the Budget, 1958) and in 


the bulletins of the Banco Central. For 1958, data suppled by Department of the Controller (Contraloria General de la Repiblica) and the Copper 


Department. ; 
& Including dollar income and expenditure. y 
b Excluding advances and loans to compensate the deficit. 
¢ Excluding the net variation in the volume of deferred payments. 
4 Including estimated yield of copper tazation. 
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was steadily reduced, but it resumed its upward trend in 
1957 and 1958 (see table 119). 

It can be seen that between 1955 and 1957 the rise in 
fiscal revenue matched or exceeded the increment in prices. 
Expenditure, except in 1956, also expanded at a faster rate 
than either the cost-of-living index or the wholesale price 
index, a fact which implied an increase in real terms. It 
might appear at first sight that the wide fluctuations in 
copper taxation during the years mentioned accounted for 
the rapid rise in fiscal revenue in 1955 and 1956 and for 
its less intensive growth in more recent years. But this 
concept is a good deal at variance with the real state of 
affairs (see table 120). While changes in the large mining 
companies’ tax contribution were substantial in all the 
years in question, the proportion of fiscal income and 
expenditure which it represented altered much less. The 
explanation lies in the fact that up to 1956 a high per- 
centage of copper income was used to subsidize essential 
imports with a greatly over-valued exchange rate. In order 
to pay for these imports copper earnings in dollars were 
converted into local currency at an exchange rate much 
lower (in terms of dollars) than that in force for other 
imports. Exchange subsidies on essential imports were 
gradually abolished in the course of 1956 and 1957, so 
that budget receipts from 1958 onwards will necessarily 
indicate the true value of copper taxation. 

Unquestionably, the buoyancy created by the copper 
price boom in 1955 and 1956 delayed and weakened the 
measures to restrict fiscal expenditure which were called 
for by the size and persistence of the deficit. Nor can 
there be any doubt that when copper earnings rose, for 
instance, above their 1954 level, it would have been better 
to use the additional income for the acceleration of the 
investment rate in the basic sectors of the economy rather 
than for covering the public sector's current expenditure 
or subsidizing specific imports. This would also have been 
a means of preventing the problems of financing the 
budget from becoming more acute during the period when 
copper prices were low, or at the very least would have 
helped to mitigate their serious effects. 

(ii) Fiscal income and expenditure. It was pointed out 
above that even in the years from 1953 onwards, difficult 
as they were for the Chilean economy, fiscal expenditure 
increased in terms of real values. Unfortunately, there was 
no concurrent expansion of investment. On the contrary, 
the relative importance of investment in total expenditure 
decreased, except in 1954.67 The number of Government 


®* According to data published in the Apéndice Técnico del Pre- 
supuesto de la Nacién, the percentage of fiscal expenditure ear- 


employees, on the other hand, continued to increase. Ever 
if only those directly in Government pay are taken intq 


of their number (3 per cent) in 1958, Governmen 
employees still represented 6 to 7 per cent of the activ 
population. 

Nevertheless, salaries and wages paid to Government 
employees do not absorb a very large proportion of tota 
expenditure. Their share in 1958 was 36 per cent. Th 
explanation lies in the relatively low level of averag 
remunerations — 83 000 pesos per month, or barely twic 
the legal minimum wage. But the proportion of Govern- 
ment expenditure represented by salaries and wages o 
personnel rises to the much higher figure of 58 per cent; 
with the inclusion of the indirect expenditure correspond- 
ing to remunerations of personnel in decentralized and) 
related services,®* and, in addition, the amounts paid out 
for pensions, etc. | 

The table comparing Chile’s total income and expend-| 
iture (see again table 119) showed that the income incre-| 
ment was larger in 1954, 1955 and 1956 and smaller in} 
1957 and 1958, owing in some measure to the decrease} 
in the copper tax yield. But in 1958 fiscal revenue was} 
also affected by the stagnation (in nominal values) of) 
customs tariffs, because of the reduction of imports. In) 
view of these factors, it is clear that the additional fiscal || 
income was secured at the internal economy’s expense. 
Table 121 presents a breakdown, by source, of effective 
budgetary resources in the last three years — excluding} 
the tax contribution of the large mining companies —, 
that is, the evolution of resources accruing to the Treasury 
from the internal economy.®? It may first be noted that) 
the index of total domestic resources rose to 152 and 198 | 
in 1957 and 1958, respectively,’° whereas the wholesale | 


marked for direct and indirect investment evolved as follows | 
(annual figures, 1953-57); 17.5, 20.2, 15.5, 17.0 and 16.2. Basic | 
data supplied by the Department of the Controller indicate that 
this proportion fell to 15.7 per cent in 1958. 

°8 Reference is intended here essentially to the salaries and wages | 
of National Health Service (Servicio Nacional de Salud) personnel 
and to subsidies to private educational institutions. Remunerations | 
of personnel employed by the railways or the other State transport | 
enterprises are not included. | 

6° Import duties, which are usually included in the external 
sector, are regarded here as falling within the internal sector, since 
they influence domestic production costs and consumption, in 
contrast to the taxes paid by the large mining companies, which 
rather affect the net profits transferred abroad. 

{2519 56)— LOO! 


Table 120 
CHILE: INFLUENCE OF COFPER TAXATION ON THE BUDGET 


Average 


; Copper 
price o f 
Year Choad Gillon 
copper (cents dk la) 
per pound) RAE Stel) 
LOS Ate Vere. 29.7 TEST 
TO5 See ee 34.6 156.1 
TO5Gu. ei 43.0 128.6 
OGG) Se ate a 27-5 7255) 
ROS Gamer ot ewite 23.4 50.4 


Percentage 
soe ‘ MAES relation between 
chal tsc ioe ae Hilti accruing 
ft 
exchange rate budget - aoe SERRE 
(Thousands of millions of pesos) Ged Mo ielasgres 
14.5 7.0 fe) 
46.8 18.8 15.5 
50.7 22 8.4 14-5 
45.0 40.9 13.8 
40.0 (40.0) (10.7) 


Source: Data supplied by the Copper Department, Ministry of Finance, and Department of the Controller. 
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Table 121 
CHILE: BUDGETARY INCOME* 


Indices» Percentage 
teem 1956 1957 1958 SD weighting 
(Thousand of millions of pesos) 1957 1958 19580" 
I. Domestically-produced goods and 
Services . Se ae i ca an ak 6 13 Te 217) 231 4.1 
Il. Tonal taxation . eee 147 224 295 152 201 91.1 
(a) Direct taxation: total . 43 60 86 139 200 26.5 
COMER AX an ee 633 47 63 142 I9I 19.3 
(i) on capital and com- 
panies se eae 18 29 36 160 196 II.0 
(ii) on salaries, wages, 
pensions and profes- 
sional earnings . 13 17 oi] 128 208 8.3 
2 I — 7O — — 
PYOPCHINWAXESS MMe ke 7 II 16 165 248 Sak 
Other direct taxation... .. 3 2 7 50 200 21 
(b) Indirect taxation: total . 104 164 209 158 201 64.6 
On trade transactions. 32 48 66 147 203 20.5 
On production and services 40 68 99 170 234 29.1 
On imports. 32 49 49 154 153 I5.0 
Ill. Miscellaneous receipts’ . II 108 16 116 140 4.8 
Grand_total* 164 249 324 152 198 100.0 


A SE BEES SED ESE A SE AE TI ES I a TE TE LE EEA 


Source: ECLA estimates based on data supplied by the Department of the Controller and the Ministry of 


Finance. 


a Excluding the dollar budget and taxes payable by the large mining companies. 


b Indices and 
first three columns. 


¢ Excluding receipts relating to the financing of the deficit, i.e. 


price index for the same years increased only to 142 and 
178, and that of consumer prices to 134 and 169. In real 
values, therefore, internal budget receipts represented aver- 
age increments of 10 and 13 per cent in 1957 and 1958 
respectively. It should be pointed out that in recent years 
Chile’s real income has remained stationary.” 

(iii) Financing of the fiscal deficit. Allusion has already 
been made to the magnitude of the fiscal deficit in relation 
to public expenditure (see again table 119). Its ratio to 
the national product and the inflationary effect of the 
means by which it was financed remain to be measured. 
The larger relative increase in tax revenue from 1954 to 


71 If taxation only is taken into account — that is, if the product 
of domestic goods and services and miscellaneous receipts are 
excluded —, it will be seen that the weighting of indirect taxation 
in the Chilean budget is exceptionally high: 71 per cent, as against 
only 29 per cent for direct taxation. This characteristic is, moreover, 
an indication of the extent to which tax collection affects price 
formation. 


ercentages are calculated on the basis of exact figures, not the rounded figures shown in the 


, bank credits, loans and advances. 


1956 slightly reduced the ratio first mentioned, thus reliev- 
ing the pressure which derived from the disequilibrium 
generated by the public sector between the supply of 
goods and services and demand in the private sector. In 
contrast, the greater relative expansion of public expend- 
iture in 1957 and 1958 once again intensified the pressure 
referred to. 

Furthermore, one quarter of the deficit had to be 
financed with monetary resources of an inflationary type. 
From a comparison of each of the annual figures for such 
resources with the volume of available means of payment 
at the close of the preceding fiscal year, it is clear (see 
table 122) that the annual increment obtained through 
bank advances to the public sector varied between 5 and 
Io per cent, approximately, from 1954 to 1958. The 
relative intensification of fiscal pressure on monetary issues 
in 1957 and 1958 was the outcome of failure to impose 
a check on the growth of the Government deficit and 


Table 122 
CHILE: FINANCING OF THE FISCAL DEFICIT 


eR SR AS RSE A SS SE SEL ELE EEE IT SESE BLD REPLIES ELLIOT 


1954 


1955 1956 


Budget deficit 
In thousands of millions of pesos. 
As a percentage of the national product 


Resources obtained from the banking 
System™ 
Thousands of millions of pesos. 


Percentage relationship of resources ob- 
tained from the banking system to 
total means of payment at close of 
preceding year . 


4.5 


7.0 


14.1 DBA 


De se 


Sourcss: Data supplied by Banco Central and Ministry of Finance. 


4 Net annual increase. 
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on its financing which would serve as a counterpart to 
the restraining influence exerted by credit controls on the 
private sector. 

However, a very substantial proportion of the deficit was 
successfully financed with other resources which were not 
inflationary, or at any rate less so. Issues of Treasury 
bonds and bills, although discountable, usually have a less 
inflationary effect than direct or immediate issues in favour 
of the Government. The utilization of deposits in official 
savings institutions (cajas) is inflationary only in terms 
of speed of circulation. These last two resources were of 
little significance in recent years, until at the end of 1958 
the Government used a considerable proportion of prior 
import deposits, giving dollar I.0.U.’s as security. In recent 
years a supplementary method of covering the fiscal deficit 
has been developed, namely, recourse to foreign loans. 
It has already been shown (see again table 117) that the 
amount of the Government’s short-term dollar commitments 
was doubled in 1958. Loans of this kind serve a twofold 
purpose; on the one hand, they increase the renee to 
import and, on the other, they mitigate the inflationary 
effects of the fiscal deficit. 


(b) Effect of reduction of imports 


In 1957 a large-scale expansion of imports had Bees 
to augment total availabilities of goods, more than offset- 
ting the decline in domestic production. In 1958, on the 
other hand, it may be estimated that the net contribution 
of goods from abroad was reduced by the considerable 
amount of about 30000 million pesos.72 Consequently, 
the positive trade balance, which in 1957 had represented 
5 per cent of domestic production of goods — excluding 
services —, fell to a little over x per cent in 1958. There 
is no need to stress how such a decrease tended to aggra- 
vate the disequilibrium already existing between supply 
and demand. 


(c) Monetary policy and private investment 


Monetary policy in 1958 was designed in principle to 
curb the upward movement of prices by means of a 
reduction in the rates of expansion of credit and of total 
means of payment, fundamentally on the basis of quan- 
titative and qualitative control of bank loans.7? A further 
decrease in the rate of growth of bank credits to the 
private sector of the economy was in fact observable in 
1958. But, in contrast, the rate of increase of loans to 
the public sector, although somewhat lower than in 1957, 
was still much higher than in 1956 (see table 123 for 
additional details). 

This disparity was also reflected in the evolution of the 
credit sectors, which varied according to whether their ex- 
pansion was or was not subject to the system of quan- 
titative controls. 

Needless to say, the public sector’s inability to curtail 
its credit requirements had its roots in the persistence of 
the Government deficit. Recourse to direct issues for the 
financing of the public sector’s current expenditure became 
habitual. In 1958, as in previous years, the financing of 


72 At 1958 prices. 

*8 See the 1957 annual report of the Banco Central de Chile, 
page 23. The concepts therein formulated continued to determine 
policy in 1958, and credit regulations underwent no significant 
alteration. 
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Table 123 | 


| 

| 

CHILE: COMPARISON OF EXPANSION OF BANK CREDITS) 
AND INCREASE IN MEANS OF PAYMENT 


Percentage increase 


1956 1957 1958 


ide Githige Weel so . 2 5» 6 2 22 Zee 42.2 26.1 | 


Publicesectota. bo) fae ee eee Oo. o 47.9 43.2 
IDSNALG Garay? g 4 a a 6 oh op a oe a oe LG 40.8 27.5 
BanconGeniidiaiSSUes a a ALS 25.9 34.4 


Means of payment in the private sector: 
Ota eee es 0 any een ee an eA On 33.8 36.1 | 
Sila coos, so g be fo wo eo « SObe 40.0 27.4 
Currency in the hands of the public. . 43.3 22.0 BG. 


Effects of credit control 


Bank credits: Ota ann nee 42.2 26.1 || 
Sector subject to control? .. ..... 31.1 22.3 
Sector not subject to control: Total. . 62.9 3355 

BancomGentral We et ec: 49.5 Wy | 


4 


Sources See table 117. ‘ 
In principle, the sector subject to control corresponds to the private sector | 
of the economy and the sector not subject to control represents credits in } 
favour of the Government and of official bodies. In addition, however, | 
the nitrate industry and a proportion of the credit granted to agricultural | 
production are exempt from credit control regulations. 


the budget deficit was the main factor in credit and 
monetary expansion. An analysis of the primary deter-_ 
minants of such expansion bears witness to the truth of | 
this premise (see table 124). 

Although Act No. 7200 fixes a maximum level for 
advances of the kind referred to, its restrictive effects have | 
proved illusory, because special legislation periodically 
authorizes the consolidation of previous advances and re- 
establishes in its entirety the Treasury’s capacity to borrow | 
from the banking system. Towards the end of 1958 a new 
device was added to those at the Government’s disposal. It 
was empowered to make temporary use of the frozen) 
funds represented by prior deposits on imports, and cover | 
them with Treasury notes in dollars. Thus, although the 
propensity to import was still restrained by the high prior 
deposits required, the efficacy of the corresponding freezing 
of funds as a factor of absorption of the means of pay- | 
ment was greatly weakened. Obviously, this fact had a | 
direct bearing on the increase in the rate of expansion 
of Banco Central issues (see again table 123). This rate | 
had been 75 per cent in 1955; it was then reduced to 42 | 
and 26 per cent in 1956 and 1957, respectively, but once 
again climbed to 34 per cent in 1958, despite the fact | 
that in the latter year there was no increment in the | 
nominal volume of the Banco Central’s rediscounts and 
loans to other banks. 

Again, as a result of the fresh impetus given in 1958. 
to the expansion of monetary issues, the increase in the | 
private sector’s bank deposits greatly exceeded that of 
credits in its favour. If the commercial banks and the | 
Banco del Estado are taken as a whole, it will be seen | 
that between December 1957 and December 1958 their 
credits fell from 106 to 93 per cent of total deposits plus 
the banks’ own reserves (see table 125). Furthermore, as 
has already been stated, the Banco Central’s rediscounts 
and loans to the banking system remained stationary during 
the period in question, which implies a decrease from 28 
to 19 per cent in relation to deposits. Thus a potential 
credit reserve is being formed, utilization of which has 


Table 124 


CHILE: ANALYSIS OF CHANGES IN MONEY SUPFLY, 1958 


(Thousands of millions of pesos) 


A te OA ES YS NESSES PE SR ET EE I ES LE EAI SED 


Positi Position apg 
as at a ai eee 
31.XII.57 31.XII.58 

Total monetary issues . 94.6 127.2 32.6 

Factors of expansion . 

Public sector: Total . 39.1 63.2 24.1 
Consolidated debt . . . 21.6 27.1 5-5 
Advances (Act No. 7200) — 5.0 5.0 
Miscellaneous . 4.4 6.8 2.4 
ayaa notes against frozen funds. 7 7-3 73 
INACO. . re... 11.6 15.6 4.0 
ek pen del eae : 15 1.4 — o1 

Private sector: Total . . 86.9 94.2 73 
Direct discount from Banco Central to public 
and Warrants . : 10.2 13.5 3.3 
Bank rediscounts and loans . 41.4 40.0 — 1.4 
Miscellaneous . 8.9 GB — 1.6 
Unfreezing against ‘dollars® — 13 1.3 
Exchange operations . 26.4 32°% S157/ 

Banco Central investment . 8.5 8.7 0.2 

Factors of absorption 
Withholding in respect of prior deposits on 

imports, agricultural surplus Bere 
and other arrangements . 40.1 37-7 — 2.4 


Source: See table 117. 


« Simultaneously with the unfreezing of funds against Treasury notes in dollars, private individuals were 
authorized to exchange their frozen peso deposits for the same value in dollars. 


ip to the present been checked by the controls in force. 

This greater potential bank liquidity’* does not of course 
mean that the business situation was the same for trade 
nd private industry. On the contrary, the illiquidity created 
amounted in many cases to insolvency, as is shown by the 
exceptional increase in the value of uncleared documents 
(see table 126). 

The steady rise in the current bank rate of interest was 


™ It is described as potential because, although the ratio of bank 
cash reserves to deposits decreased slightly, a wide and unused 
rediscount margin was formed. 


Table 125 
CHILE: LIQUIDITY OF THE PRIVATE BANKING SYSTEM 


(End-of-year figures in thousands of millions of pesos) 


1956 1957 1958 
Banks’ own reserves... ..... 10.1 13.6 19.6 
Deposits. LO 7A. 150.6 206.9 
Total deposits and reserves . 5 aa AG) 164.2 226.5 
Credits . 123.1 LIRR 210.6 
Rediscounts and loans by Banco Central 27.5 42.4 40.0 
BasheresetviGus ere ce eee eee teen 25.7 36.0 45-9 


Percentage 


Relation between credits and deposits 


and reserves . . 105 106 93 
Relation between rediscounts and ae 

POSITS we. 26 28 19 
Relation between ‘cash reserve and de- 

OSS eae ta ee ee acta, Sarre, 324: 24 22 


SS TS TT I RS RD NTT CPA IT SITAR PES LTS PEE ST EE TELE FEE 
SouRCE: See table 117. 


another facet of credit restriction. The higher cost of bank 
credit is not, however, an adequate yardstick with which 
to measure the real increment in the financing charges 
that had to be borne by trade and production. The very 
strict limits set to the aggregate volume of authorized 
credits led to the development of a large parallel money 
market for short-term transactions, in which the prevailing 
rates were often as high as 5 per cent monthly, partly 
because of the disequilibrium between supply and demand, 
but also owing to the risks of insolvency and the rapid 
devaluation of the currency on the free market up to 
mid-1958. 

Current changes in investment in Chile cannot be follow- 
ed very closely from the statistics available, so that such 
estimates as can be prepared relate to trends rather than 
specific figures. With respect to inventories, since imports 


Table 126 


CHILE: UNCLEARED BILLS AND CHEQUES. 
CLEARING-HOUSE OPERATIONS 


Value of Total value 
elegiite 2p head 
3 eee ouse ills an 
2 ie ae operations cheques F anh 
POE increase in 
each period) 
LTO 5 Gee ees 20.4 33.9 13.95 
1ETOS eee 15-5, 59.2 I4.11 
1957) ¢ 23.5 42.8 14.61 
TELS 5 She aes 9.3 54.6 15.47 
IDE TORY 12.4 19.9 15.90 


Source: See table 11 
a Six-monthly idiage. “for total credits. The rates quoted are, of course, 
annual. 
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of raw materials were not affected by the decline in total 
imports, it may be assumed that little difference will be 
observable in stocks of imported raw materials. On the 
other hand, in view of the greater pressure exerted by 
credit controls, a downward trend seems likely in stocks 
of domestically-produced materials and finished goods in 
the hands both of the producers and of wholcsale and 
retail dealers.7® 

As regards fixed investment, the year 1958 witnessed 
a considerable increase in imports of capital goods by the 
large foreign mining companies and a decrease, also sub- 
stantial, in imports effected by the domestic production 
sector. But as the former were financed with the importers’ 
own foreign exchange, the balance between internal supply 
and demand was disturbed only by the reduction of invest- 
ment in the latter, which was not offset by the slight 
increment in investment in construction activities. 

To sum up, although it is impossible to assess the 
significance of the relevant trend in quantitative terms, it 
seems quite clear that private investment did not constitute 
an inflationary factor in 1958, on account of the restric- 
tion of imports and bank credits. 


(d) Remunerations policy 


From 1953 to 1955 the rate of price inflation under- 
went a phase of rapid acceleration, and one of the first 
attempts to break down the cost-price spiral took the form 
of measures to control the automatic propagation mechanism 
implicit in the -practice of annually readjusting the legal 
minimum wage in exactly the same proportion as the cost 
of living had risen during the previous year.76 At the 
beginning of 1956 the readjustment was limited to half 


"© This hypothesis is supported by the statistics of the Industrial 
Development Association (Sociedad de Fomento Fabril), according 
to which the index of industrial sales rose from 100 in 1956 to 
II0 in 1958, while the production index dropped from roo to 94. 

*° This annual readjustment is established by legislation and 
is applicable to the earnings of personnel employed in the private 
sector. It should be explained that periodical wage readjustments 
are not by definition a primary factor of price inflation, as they are 
effected a posteriori and in consequence of that inflation itself. 
Obviously, however, once in force, they act as an additional 
determinant of higher costs. And the greater the amount they 
represent —which is established once a year — the more po- 
werfully does their influence operate. This makes their reabsorption 
more difficult and brings another automatic mechanism into play; 
the wage adjustment is added, with no palliative, to the production 
costs of the enterprises concerned. 


IV. THE GROSS PRODUCT 


1. The internal gross product 


To judge from what is still a provisional estimate, the 
internal gross product was very slightly higher in 1958 
than in 1957, 1n real terms, of course (see table 127).7 
If the relevant indices are studied in detail, it will be 
seen that the total increment is essentially due to an 
improvement in agricultural production, mainly as the 
result of a bumper harvest. In other words, the gross 
product was prevented from declining by a purely fortu- 
itous factor: exceptionally favourable weather conditions. 


7° While the partial indices relating to production of goods are 
based on relatively reliable data, indices for services had to be 
quite roughly estimated, mainly on the basis of the trends indicated 
by the other sectoral indices. 
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AND 


the percentage by which the cost-of-living index had in 
creased in 1955. The same principle was adopted in the 
following years, except that the readjustments for 195 
and 1958 offset almost 80 per cent of the increment i 
the cost of living in the immediately preceding year,’ 
instead of 50 per cent as in 1956. But the cumulative 
reduction in the purchasing power of nominal remunera 
tions was very great. If the rise in the cost-of-living inde 


in 1955, 1956 and 1957 is compared with the correspond i 
ing increase in the legal minimum wage in 1956, 1957})) 


and 1958, it can be estimated that the real value of they 
minimum legal wage in this last year was at the very} 
least 37 per cent lower than up to 1955. This percentage} 
gives a clear idea of the pressure exerted on consumer 


expenditure in the wage-earning sector. 


a 


However, the percentage in question should not bejj 


: lt 
regarded as an exact measure of the extent to which such 


expenditure was reduced. The so-called sweldo vital isi 


| 


higher-category employees managed to maintain their real} 


merely a legal minimum wage, and a large proportion of| 


remunerations at a level little or no lower than in previous } 
years. Again, under the pressure of the decline in industrial | 


to have manifested itself in the manual workers’ sector, 


where wage readjustments showed very wide variations jj 


which were more favourable to technicians and skilled} 
workmen than to labourers. One of the indirect effects) 
of the crisis in the Chilean economy and of the policy) 
adopted to combat inflation was a change in the structure} 


of salaries and wages, in the shape of an extension of |} 
the scale of remunerations. This also led to a deteriora- }| 
tion of the relative position of salaries and wages in}| 
income distribution, which was further intensified by the }) 


increase in unemployment.”® 
To sum up, the foregoing survey shows that in 1958 


the fiscal deficit was still the main cause of price inflation, |} 
although a smaller net inflow of goods from abroad || 


operated as an additional factor. The controls on credits 
to the private sector and the restriction of salaries and | 
wages wete the only instruments used to prevent the dis- 
equilibrium from becoming still more marked. 


77 The readjustment was smaller for personnel employed in the }! 


public sector. 


78 Although no statistics are available on income distribution | 


by sectors, the truth of this statement is evident from the decline 


in remunerations in real terms, in comparison with the virtual | 


stagnation of the internal gross product (see table 127 next page). 


SECTORS OF PRODUCTION 


In face of the considerable expansion of monetary 
demand to which reference was already made, domestically- 
produced supplies of goods and services showed a very 
insignificant increase in 1958. Despite the circumstantial 
increment in agricultural production, the over-all supply 
situation remained basically unchanged, owing to the weak- 
ening of the industrial and mining sectors. It should also 
be stressed that the growth of the Chilean economy, which 
had not been very rapid even in previous years, was still 
slower from 1953 onwards.®° In fact, as from that year 
it failed to keep pace with the rate of growth of the 


8° Between 1950 and 1953 the gross product increased by 13.1 
per cent, that is, at an annual rate of slightly over 4 per cent. 
Between 1953 and 1958 it increased by only 5.3 per cent, or at 
an average annual rate of 1 per cent. 


\y 


activity and of unemployment, a similar phenomenon seems }j 


! 


} 
| 


Table 127 
CHILE: INTERNAL GROSS PRODUCT — QUANTUM 


INDICES 
(1955 = 100) 

SERS SS SE RS REI SE EEE I REESE PRE ETS E T 

Sector of production 1953 1957 19588 
griculture. Bako oA rs cet ce ee 9 YB I02.0 110.9 
isheries . See eRe a Ss it AOD 91.0 95.0 
Aining . ee eer Re ee 7 I05.9 102.4 
Aanufacturing axewiciay | ay, 3 CY 90.5 88.3 
onstruction See eee! 2) BT OR.6 45.2 47.8 
ilectricity, gas and water . . . 91.5 105.1 108.8 
rade GG! ANE ng gn wp |) OG 96.6 95.9 
‘transport and communications. . 111.2 116.3 116.8 
sovernment services. ..... 95.9 109.2 106.4 
Property and housing... .. 97.5 117.8 ae 
eetsonaleservices <aees. . . 14.8 118.8 wae 
Juantum index Oye Fexoryeks, 5 a 5 Cbyare 94.1 96.5 
Juantum index of services. . . 100.4 108.7 108.5 
ndex of total gross product. . . 98.2 102.5 103.4 
er capita indices 
Quantum of goods... .... 99.9 90.1 90.4 
Juantum of services . . . . . 105.5 104.1 101.7 
fotal gross product. . . . . . 103.1 98.2 96.9 


PRE EELS EF I FE EI ESS ES ES SESS ET) 


OURCES: Data supplied by the National Statistical and Census Service, 
Industrial Development Association (Sociedad de Fomento Fabril). Min- 
istry of Finance and Development Corporation. 

Estimates on the basis of partial data. 


opulation, and a per capita decrease of 6 per cent was 
egistered in the course of five years. 


2. Chilean agriculture in 1957/58 


Agricultural production in 1957/58 seems to have 
mproved by 9 per cent in relation to the preceding yeat’s 
evel. If the crop sector is considered individually, this 
acrement rises to 18 per cent, as for some crops record 
arvests were obtained. In the livestock sector, on the 
ther hand, the data so far available indicate a slight 
ncrease in the output of beef, pork and milk, and more 
r less constant levels for wool. This relative stagnation 
f livestock production partly offset the satisfactory results 
btained in the crop sector (see table 128). 


Table 128 


CHILE: QUANTUM INDICES OF AGRICULTURAL 
PRODUCTON 


(1953/54 — 1955/56 = 100) 
Pe ES LEI I IS EE SEL TT I LT EE FO 


Production 1956/57 1957/58* 
VODA es ne ee IOL 119 
CSAS Zs Sees IOI 122 
Roots and tubers’. . . . . 100 123 
Dryapulseseas <2 2” 103 II7 
Oilseeds? iste y tae tt .° 85 95 
IMiscellaneoust ... 4 » << IOI I12 
ivestock sector . : 107 108 
Total agricultural sector . . . 104 113 


a ag SLES ES LL ES GES ST ST SI EN EIDE ELI ODE ELITES 


ourRcE: Council for Co-ordination of Agricultural Statistical Series (Consejo 
de Coordinacion de Estadisticas Agropecuarias Continuas), Informaciones 
Agropecuarias (Agricultural data). 

Provisional. 

Wheat, maize, rice, oats, barley and rye. 

Potatoes. 

Beans, lentils, peas and chickpeas. 

Sunflower, hempseed and linseed. 

Wine, hemp fibre, onions, tobacco, garlic and sugar-beet. 


The 1957/58 harvest was the biggest ever recorded in 
Chile. It was almost 21 per cent larger than the average 
for the preceding five-year period. Such results were partly 
attributable to a small increase in the ares under cultiva- 
tion, but chiefly to the favourable weather conditions which 
raised yields in almost every line of production. Un- 
precedented volumes of production were registered for 
such important crops as wheat, maize, oats and potatoes. 
A general increase was also recorded for all dry pulses, 
so that exportable surpluses were bigger than in the pre- 
ceding year. 

During the season under review, the expansion of the 
sugar industry was furthered by the installation of a second 
factory which raised beet-sugar production capacity to 
40 000 tons. Effective output amounted to 31 600 tons, 
or nearly 30 per cent more than in the previous year. 

The farm policy pursued in recent years also contributed 
to the successful results obtained in 1957/58. It is true 
that this policy had no effect on some of the basic struc- 
tural features which are responsible for a measure of in- 
elasticity in the supply of agricultural commodities; nor 
did it map out a definite course with respect to such 
economic incentives as might have resulted in a still greater 
expansion of sowings. But it did unquestionably create an 
atmosphere of confidence among producers, which was 
chiefly determined by various official decisions, cases in 
point being the liberalization of prices for certain com- 
modities (meat, milk, etc.); the legislation to facilitate 
agricultural exports and the exchange reform which estab- 
lished a single rate; the controls to prevent imports from 
exceeding the deficit not covered by domestic production; 
credit support for agriculture, etc. 

Furthermore, several programmes designed to promote 
the rapid improvement of farming techniques were reach- 
ing maturity. Larger quantities of improved seed and of 
other inputs such as fertilizers, weed-killer, etc., were 
available, and successful progress continued to be made by 
undertakings like the Plan Chillan, which has encouraged 
farmers to introduce improved techniques or has aroused 
their active interest in the possibilities of improving their 
farms. 

On the other hand, it must be pointed out that the 
internal terms of trade as between agricultural commodities 
and manufactured goods have deteriorated in recent years. 
Similarly, bith prices paid to the farmer and wholesale 
prices for agricultural commodities have risen less, in terms 
of local currency, than the consumer price index (see table 
129 for further details). 


Table 129 


CHILE: COMPARISON BETWEEN AGRICULTURAL AND 
OTHER PRICE INDICES 


(1954-56 = 100) 


1954 1955 1956 1957 1958 


Wholesale prices: Total. 53 94 153 218 265 
Agticultura aa sei > 100 142 I9I 202 
Industrial eee er teen 2 95 153 201 256 

Consumer prices... . 55 96 150 199 231 

Agricultural prices’ . . . 58 102 139 194 220 


RR DS ESS EY RES PT LE EE IE PETES 


Source: Data supplied by the National Statistical and Census Service. 
a Prepared by ECLA. The reference is to prices paid to the producer. 
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3. Mining in 1958 


The decline of slightly over 3 per cent in the quantum 
of mining production in 1958 was essentially due to a 
strike at the Chuquicamata copper mine which lasted for 
seven weeks. Otherwise, the output of copper would have 
been a good deal larger in 1958 than in 1957. That of 
the small and medium copper companies remained very 
close to its former level, and the same was true of coal 
and nitrate mining, both of which activities were already 
considerably affected by export difficulties. 

In contrast, very satisfactory progress was made by two 
other sectors of extractive activity i.e, iron and petroleum. 
Originally by virtue of heavy foreign investment, the work- 
ing of iron deposits expanded by about 30 per cent in 
1958. The development programme in course of execution 
provides for the quadrupling of output in four or five 
years’ time. Clearly, then, the economic recession in other 
parts of the world did not affect the volume of Chile’s 
copper and iron production. 

Petroleum extraction, based entirely on domestic effort 
since its initiation at the beginning of the present decade, 
pursued its rapid upward trend in 1958. With 1954 as 
base year, the annual increments in production of crude 
were 27 per cent in 1958, 22 per cent in 1957 and 37 
per cent in 1956. Extraction has increased 3.4 times over 
in the last four years. The annual output is now close to 
900 000 tons, a volume twice as large as that of imports, 
which are steadily decreasing, thanks to the fact that 
domestic production is expanding a good deal faster than 
consumption.*®? 


4. Evolution of manufacturing industry 


If the recession in mining activities was simply the result 
of adventitious circumstances in 1958, the situation was 
very different with respect to manufacturing industry, the 
falling-off in which, although slighter, followed upon 2 
gears of sharp decline.8? Details of the development of 
industry by sectors are presented in table 130, where the 
production indices given are expressed in per capita terms, 
that is, taking into account the annual increase in the 
population. A clearer idea is thus afforded of the mag- 
nitude of the loss to the Chilean economy in recent years. 
The post-war phase of relatively rapid growth seems to 
have come to an end in 1955, after which year a period 
of severe recession set in.** 

The evolution of production by branches of industry 


** On the other hand, imports of derivatives increased because 
of the limited capacity of the Concén refinery. But this increment 
did not suffice to offset, in terms either of volume or of value, 
the effects of the reduction in imports of crude petroleum. 

°° The data relating to the index of manufacturing output, 
both in table 127 and in table 130, do not correspond to the 
index published by the National Statistical Service (Servicio Na- 
cional de Estadistica), which is still calculated on bases dating 
from a long time back, before the Second World War. More 
recent but still unofficial studies enabled the industrial production 
index to be re-estimated on broader and more accurate bases, 
with due allowance for the significant changes that have taken 
place in the structure of Chilean industry during the current 
decade. The trend revealed by the old index is similar but much 
less marked. 

83 The index of manufacturing production rose by 14 per cent 
between 1953 and 1955. The regression registered between 1955 
and 1958 reached nearly 12 per cent. If the increase in the 
population is taken into account, the downward movement was 
even more significant, as can be seen in table 130. 
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Table 130 
CHILE: INDICES OF PER CAPITA INDUSTRIAL 
PRODUCTION®* 
(1955 = 100) 
| 
Branch of industry 1953 1957 1958» i} 
EOOdStULSH ne ent I LOSE 94.9 87.8 | 
Beverages Pot coe oe Ae eee OOS I10.5 136.3 
Tobacco manufactures . . . . . IOI.O 47.5 48.1 
Textiles . SHAE Ieee OPE) 74.3 69.0 
Footwear and wearing apparel. . 72.8 78.5 84.8 
Wood and cork . ee eR O OSS 105.3 83.6 | 
Woororalsial, Inukgeviayns) 5 5 go ala WOleRte! 76.3 63.4 | 
Paper and paper products. . . . 87-1 93.8 I1I.O 
Printing and publishing . » 99827 81.7 81.7 
Leather and leather manufactures 92.1 86.6 85.7 
Rubber rete Mees ete ee ee 3.0) 66.3 72.6 
Chemical products ee tO 3Ke 115.6 103.1 
Petroleum and coal derivatives. . 161.6 TAnes 164.0 
Non-metallic ores. . ..... 96.8 79.4 ee 
Basicameta sana oO Mont simen Gn em Ofek 102.8 89.4 
Metal products, excluding ma- 
chinery Lh ese nee mb mend PO (oki g 80.4 80.8 
Machinery, excluding electrical 
machinery . Sea cma ry cok eee 74.1 64.9 
Electrical machinery and appli- 
ANCES ers ee eee UTES afew 68.5 
IMiscellaneouss a es ao en face SOLO Gaia 57.2 
Total manufacturing industry. . 92.1 86.7 84.0 


SourceEs: Provisional and unofficial data. / ’ 

a In relation to the total population of Chile, of which the index numbers 
were 95.2 in 1954, 100 in 1955, 104.4 in 1957 and 106.7 in 1958. } 

b Partly estimates. 


gives some indications of the consequences of the anti- | 
inflationary policy applied from 1955 onwards. Of the 19 | 
groups listed in table 130, only four show an increase, | 


either absolute or in per capita terms, during the last three _ 


years. These are the chemicals, beverages, paper and petro- | 
leum derivatives groups. But in this last case, the improve- | 
ment is only apparent, since in the base year the petroleum | 
refinery was at a standstill for a long time, so that the real | 
increment between 1953 and 1958 was only 12 per cent | 
in absolute and less than 2 per cent in per capita terms. | 
The progress made by the paper industry was due to | 
expansion of the manufacture of newsprint both for the | 
domestic market and for export. Only in the case of | 
beverages and chemical products, among which latter | 
pharmaceutical preparations are a very important item, did 
the larger output seem to indicate an increase in individual _ 
domestic consumption. 
In the opposite scale are the great majority of industries, 
with per capita percentages of reduction ranging from 11 
to 52 per cent in three years. Before a relationship between 
changes in industrial production and domestic consump- | 
tion is established, changes in imports must be examined. 
However, this factor is of little significance in the case 
of Chile, whose consumer imports consist essentially of 
staple foodstuffs — crude sugar, wheat and cattle on the 
hoof — which are processed within the country. Only 
domestic production of electrical appliances may have been 
adversely affected by unregistered imports from the free 
zones. Although the same thing happens in connexion 
with the manufacture of footwear and clothing, and in- 
directly with the textile and leather industries, the propor- 
tion involved is negligible in relation to total domestic 
consumption. With this really rather unimportant reserva- 


tion,** the contraction in manufacturing output can be 
regarded as directly and essentially due to a decline in 
real consumer demand, including, of course, demand for 
capital goods for fixed investment. 
_ An item-by-item study of the indices presented in table 
130 shows that the industries manufacturing capital goods 
dr durable consumer goods suffered more, on the whole, 
ban those producing current consumer goods. But it should 
e borne in mind that the elasticity of demand for these 
latter, and especially for foodstuffs, is much less than that 
of demand for durable goods. In this case a 12-per-cent 
decrease in three years in the per capita output of the food- 
stuffs industries — which include among others those pro- 
ducing bread, meat, sugar and milk products — is a clear 
sign of maladjustment between wages and consumer re- 
uirements. It must be added that this decrease was super- 
posed on a previous reduction of 3 per cent which had 
aken place between 1953 and 1955, and also that it 
ae the population in differing degrees according to the 
ifferences in personal or family income. The contraction 
of over 50 per cent in tobacco manufactures was another 
indication of the effect produced by the decline in the real 
remunerations of the lower-income sector, which sharpened 
with the growth of unemployment. The fact that pro- 
duction of footwear and clothing decreased by only 15 per 
cent between 1955 and 1958, after a marked expansion of 
27 per cent between 1953 and 1955 — which means that 
output is still at a higher level than five years ago — also 
suggests that in relative terms it was consumption of the 
most essential items that was most seriously affected. It 
would have been natural for outlays on clothing to be 
much more severely cut than expenditure on foodstuffs in 
a period when income levels were lower. In this case the 
explanation of Chile’s experience is that a large proportion 
of the population — all those whose earnings are less than 
the so-called sueldo vital (legal minimum wage) — has 
scant access to the clothing and footwear market, except for 
second-hand goods. Production of such items therefore re- 
flects the economic situation of the middle class rather 
than that of the unskilled wage-earning groups. 

Mention has already been made of the steep downward 
movement in production of capital goods. Up to a point 
the basic metals industries can be regarded as an excep- 
tion; their production index mainly reflects the activities of 
the Compania de Acero del Pacifico (CAP). The implica- 
tion, however, is not that domestic demand remained 
firmer in respect of this branch, but that exports notably 
increased, precisely because of the weakening of internal 
demand. As regards other capital goods — metal products, 
machinery and materials other than metals —, the decrease 
in per capita production ranged from 19 to 35 per cent. 
Of course this falling-off corresponded to a parallel decline 
in domestic investment, and makes it still clearer that the 
reduction of direct consumer expenditure was of no help 
in remedying another structural weakness of the Chilean 
economy, namely, the low rate of investment in relation 
to national income. 


5. Construction 


It is also true that an evolution of industry of which the 
characteristic feature is a contraction of demand does not 
create an atmosphere likely to encourage new investment, 


84 Moreover, imports registered for customs purposes decreased 
substantially in 1958. 


unless perhaps in import substitution under the aegis of 
a large measure of customs or exchange protection. Invest- 
ment in real estate developed separately from industrial 
investment; but this sector suffered much more severely. 

In the space of two years (from 1955 to 1957), the 
construction index dropped 55 per cent (see again table 
127). In the first half of 1958 the building crisis became 
still more acute, but thanks to a considerable improvement 
in the last four months a very slight recovery was register- 
ed for the year as a whole. 

Although in Chile, to a greater extent than in many other 
countries, private building activities are dependent on bank 
credits, and the boom in construction from 1951 to 1955°° 
partly represented a precaution against the depreciation of 
the currency, the suspension of many projects and the con- 
siderable reduction of housing starts consequent upon credit 
controls went too far, and caused a chain reaction in many 
other activities, such as the cement, glass, wood and basic 
metals industries. In this connexion it should be recalled 
that building involves a high percentage of value added 
and a minimum percentage of imports. As regards the 
social aspect of the housing problem, a point to be borne 
in mind is that, although in recent years new building 
projects have mainly benefited the well-to-do classes, they 
have also been indirectly but efficaciously reflected in the 
supply of lower-cost housing. The makeshift settlements 
known in Chile as callampas (shanty towns) have spread 
much more intensively, especially in Greater Santiago, since 
building activities came to a standstill. 


6. Unemployment and employment of labour 


One logical outcome of an unbalanced contraction in ex- 
penditure, of stagnation of production and of a decline in 
domestic investment is the growth of unemployment. The 
relevant statistics are not regularly available in Chile, but 
from several surveys recently carried out a fairly clear idea 
can be formed of the scale on which this has taken place. 

The Industrial Development Association keeps, in re- 
spect of its members, a standing statistical record of in- 
dustrial production and employment of labour. The data 
it provides may be summed up as follows: 


Industrial production Employment of labour 
(Indices: 1956 = 100) 


1955 102.0 Lin 
1956 100.0 100.0 
1957 953 92.1 
1958 93.0 88.4 


The index of industrial production does not greatly differ 
from the data given above (see again table 130). But the 
most striking feature of these statistics 1s the extent to 
which unemployment increased (almost 21 per cent of the 
labour force employed in 1955 was out of work by 1958), 
whereas production declined by only 9 per cent. This ac- 
celeration of disemployment is borne out by the findings 


8° But building did not develop at the same rate as the over-all 
economy. Evidence of this is the fact that the proportion of 
geographical capital represented by urban property decreased from 
24.5 per cent in 1940-45 to 20.4 per cent in the three-year period 
1951-53 (see Economic survey of Latin America, 1957, op. Cit., 
table 180). 

8° According to information made public by the Santiago autho- 
tities (Intendencia), at the end of 1958 the number of people 
living in shanty towns in Greater Santiago totalled 300 000, 
or one-sixth of the entire population of the area. In 1950, there 
were less than 40 000. 
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of the surveys carried out by the Institute of Economics of 
the University of Chile, on the basis of fairly compre- 
hensive samples. They show that between June 1957 and 
June 1958 unemployment increased by 68 per cent in 
Greater Santiago, the number of unemployed (52 000 as at 
the latter date) having come to represent 9 per cent of the 


MEX 13Ge@ 


I. INTRODUCTION 


in 1958, the Mexican economy managed to maintain the 
same tate of growth as in the preceding year, despite the 
weakening of demand for the staple export commodities 
and the contraction in income accruing from the tourist 
industry. The unit value of exports showed a decrease of 
6 per cent, which offset the expansion in their quantum. 
Their total value thus remained at its 1957 level, but was 
almost 12 per cent lower than in 1956. Again, the capacity 
to import generated by goods and services declined by 4 
per cent, mainly because of the reduction in tourist income. 

The deterioration in the capacity to import during the 
last two years was one of the chief determinants of the stag- 
nation of investment in 1958 at the preceding year’s level. 
Other factors operating in the same direction were the 
considerable contraction in direct foreign investment and 
the falling-off in investment by the public sector. The un- 
favourable influence of external demand was to some 


Il. THE BALANCE OF PAYMENTS 


1. The “current” capacity to import 


In 1958, the value of Mexico’s exports — 734 million dol- 
lars — remained at practically the same level as in 1957, 
in which year it had plummeted down from the peak 
figure of 831 million dollars attained in 1956. As can be 
deduced from table 131, the stagnation of exports in 1958 
was attributable to the weakening of world market demand 
for primary commodities, which, for the second year in 
succession, affected Mexico’s staple exports — cotton, coffee 
and non-ferrous metals. With the exception of copper, 
for which the average export price had already fallen by 35 
per cent in 1957, unit export values for these commodities 
registered larger decreases than in the preceding year. 

The products most adversely affected were coffee, lead 
and zinc. In the case of coffee, the sharp drop in prices 
and the r1-per-cent reduction in the quantum of exports 
brought down the value of sales abroad by 27 per cent. 
The smaller quantum was a consequence of the surplus re- 
tention measures adopted under the Mexico Agreement in 
October 1957. The deterioration in export prices for lead 
and zinc was even more marked (about 25 per cent), as 
a result of the flooding of the world market. The combin- 
ed effect of the price decline and the contraction in the 
quantum of exports reduced the value of exports of these 
two commodities from 94 to 55 million dollars. 

In mid-1958 the world copper market began to recover 
from the effects of the glut registered in 1957. Never- 
theless, since average export prices for Mexican copper 
were 4 per cent lower than in the preceding year, and 
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B 


employed population of the area, that is, twice as great 
a proportion as at the time of the 1952 census. Again) 
a report published in February 1959 by the Labour De: 
partment (Direccién General del Trabajo) established the 
number of unemployed in the whole of Chile at the en 

of 1958 as 150 000. 


j 


extent counteracted by a series of internal circumstances, 
among which the substantial increase in agricultural pro- | 
duction, particularly that of basic commodities for domestic: 
consumption, deserves special mention. Furthermore, State: 
action in the form of a reduction of export duties and the} 
financing of stockpiles partly offset the effects of the drof | 
in export earnings. This meant that, in the case of the: 
sectors most adversely affected, it was possible to maintain 
production and employment at higher levels than would } 
have been the logical result of the contraction in externa. 
demand. 

The stabilization of the rate of investment, and import | 
substitution in respect of petroleum derivatives, helped to 
keep imports at a level slightly below that registered in 
1957, thus relieving the growing pressure on international | 
reserves. The latter declined, however, by 85 million dollars, | 
mainly because of outflows of short-term capital. 


at the same time the quantum of exports decreased, the 
value of exports fell from 37 million dollars in 1957 to. 
30 million in 1958, Le., by 19 per cent. 

Of Mexico’s staple export commodities, cotton was the 
only one of which the volume exported (341 000 tons) 
was larger than in 1957, with the result that the fall in 
prices was offset. The total value of exports (190 million 
dollars) was ro per cent higher than in 1957, but 28 per 
cent below the maximum figure reached in 1956. In fact, 
the 20-per-cent increase in the volume exported, most of 
which was achieved during the first six months of the 
year, represented only a partial recovery from the sharp 
drop of 33 per cent registered in 1957. In the second half 


of the year — the period when most of Mexico’s cotton 
is exported — export prices deteriorated by 9 re cent 
and the volume of exports (250 000 tons) was barely 3 


per cent higher than in the corresponding six months of 
the preceding year. Outstanding among the factors which 
influenced the price decline was the weakening of demand 
on the part of the leading importers, namely, Japan and 
the countries of Western Europe. 

The downward movement in the value of petroleum ex- 
ports, of which there had already been signs, moreover, in 
1957, was mainly the result of the policy of self-suffi- 
ciency in respect of derivatives which has been pursued in 
recent years, and which in 1958 reduced exports of crude 
to a minimum (0.9 million dollars). The fall in the value 
of exports in 1958 (from 38 to 27 million dollars) chiefly 
reflected the decrease in the quantum of exports and the 
lower unit value of fuel oil. 


Table 131 


MEXICO: VALUE OF EXPORTS, 1956 TO 1958, AND PERCENTAGE VARIATIONS 
IN THE QUANTUM AND UNIT VALUE OF PRINCIPAL 
COMMODITIES, 1957 AND 1958 


a 


Millions of dollars 


Percentage variation 


Principal at current value Quantum Unit value 

commodity 957 19582 1957 19588 
1956 1957 19588 

1956 1957 1956 1957 
Total . 831 733 734 — 8.6 6.2 — 3.5 — 5.7 
Cotton. . 263 173 190 — 32.7 20.1 — 2.3 — 8.4 
Coffee. | 105 109 80 20.1 —I1.3 —13.0 —16.6 
Copper ; 73 37 30 —35.1 — 3.6 
one ‘ 52 52 34 — 9.9 —25.1 
EXE? hot Fel rane em emer em Le) 42 20 —I1.5 —24. 
Petroleum and its deriv- ae 
atives . 51 38 27 — 36.6 —Ilt 18.0 —18.5 
Sulphur . Seer eee Paha! 22 23 75-4 16.5 — 7.4 — 9.4 
Cattle and meat... . 8 23 50 186.7 62.0 2] 35.0 
Miscellaneous 222 237 280 3.0 12.4 3.6 5.3 


SE ET REIT 1 TE SP ES i EI 


SOURCE: Statistics taken from Anuario de Comercio Exterior, adjusted in accordance with the revaluation by the 


Banco de México. 
2 Provisional estimates. 


> Variations in unit values correspond exclusively to exports of refined products. 


In conclusion, the total value of the six commodities re- 
viewed, which had attained a peak level of 587 million 
dollars in 1956, dropped by 15.3 per cent in 1958 (from 
450 to 381 million dollars). However, this decline was 
offset by an increase in exports of cattle and meat, under 
the stimulus of the very favourable prices quoted on the 
United States market, and by a considerable expansion in the 
volume of exports of sugar and other less important items. 

The stagnation of exports of goods was accompanied by 
a reduction of 43 million dollars in net income from serv- 
ices, with the result that the ‘‘current’’ capacity to import 
decreased by 4 per cent, from 994 to 952 million dollars 
(see table 132). The contraction in real terms was of 


approximately the same magnitude, since average import 
prices remained at practically the same level as in the 
preceding year. 

The fall in net income from services mainly reflected 
the drop in receipts from the tourist industry, and, to a 
lesser extent, the larger negative balance on foreign invest- 
ment yields. The decline in net income from the tourist 
industry, which first became apparent in the post-war pe- 
riod, may be partly ascribed to the economic recession in 
the United States. In fact, gross income under this head 
dropped from 590 to 506 million dollars, while expend- 
iture by Mexicans abroad increased only slightly (from 
242 to 247 million dollars). 


Table 132 


MEXICO: “CURRENT” CAPACITY TO IMPORT, IMPORTS OF GOODS, MOVEMENTS 
OF CAPITAL AND VARIATIONS IN OFFICIAL INTERNATIONAL 
RESERVES, 1956, 1957, 1958 


(Millions of dollars) 


1956 19578 1958* 
vig IPG Oh LOST > 6 cee 6G oes 831 733 734 
2. Tourist industry and border trade (net) . 293 348 318 
3. Yield on direct foreign investment. .. . — 120 — 123 — 133 
4. Other income on current account (net) . 31 36 33, 
5. Current capacity to import . ae I 035 994 952 
Gmulimportsmotmcoodsmciimn ee ee ee O72 —I 155 —I 129 
7. Net balance on current account (8+9-+ 10). . . — 37 — 161 — 177 
8. Movements of capital (net) ste tk eee hey 205 183 IIl 
(a) Direct foreign investment . 130 I40 100 
(ib) one-termecteditsen) 2 © 5 - II5 143 231 
(c) Amortization of long term credits . sare — 65 — 67 — 123 
(d) Other long-term capital movements (net). . — 26 — 21 — 33 
(e) Short-term capital (net). . . I aor Naat 52 — 12 — 64 

9. Variations in the official international reserves of the 
Banco de México (— = increment) . — 61 28 85 
ro. Errors and omissions he — 107 — 50 — 19 


a SE I I EL ES 


SourRCcES: 1956 and 1957: Banco de México, Informes Anuales; 1958: information supplied by the Economic 
Studies Department (Departamento de Estudios Econémicos) of the Banco de México. The data have been 


brought into line with ECLA classifications. 
a Provisional estimates. 
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2. The balance of goods and services 


While the capacity to import contracted, imports continued 
to expand during the first half of 1958 faster than in 
1957. This trend, together with the additional pressure 
on the international reserves of the public sector resulting 
from outflows of short-term capital, led to the introduction 
of import restrictions, through the raising of tariff duties 
and a tightening up of the system of import permits. 

The quantitative restrictions adopted in the second half 
of the year primarily affected assembly parts for motor 
vehicles and luxury goods. With a view to the protection 
of domestic industry, electrical and mechanical appliances, 
a few chemical products, certain types of paper, cotton 
thread and textile machinery were also added to the sched- 
ule of restricted imports. 

Furthermore, the introduction of higher tariff duties in 
April 1958 was general in its scope, and was designed to 
serve the supplementary purpose of offsetting the decrease 
in fiscal income from export duties. The reform affected 
most tariff items, the exceptions being foodstuffs and fuels.8? 

In consequence of import restrictions, as well as of the 
contraction in the capacity to import, the value of imports 
declined considerably during the second half of 1958, when 
it totalled 524 million dollars as against 585 million in 
the corresponding half of the preceding year. Between the 
two periods the quantum of imports decreased by 12.4 
per cent. The value of imports (1129 million dollars) 
was thus successfully maintained in 1958 at a level 2.3 
per cent below that registered in 1957. Hence the deficit on 
current account rose by only 16 million dollars (from 161 to 
177 million), despite the reduction in the capacity to import. 

But the stabilization of imports was secured at the cost 
of a contraction of almost 7 per cent in the quantum of 
capital goods imported (see table 133). External purchases 
of non-durable consumer goods, in contrast, increased by 
16 per cent, largely because 35 000 tons of beans had to 
be imported to make up for the deficit in the 1957 output. 
Purchases of maize remained at the preceding year’s high 
level of 800 000 tons. 


*? The average increases in the ad valorem duty on the various 
lines of production were as follows: alcoholic beverages and 
tobacco manufactures, 64 per cent; raw materials, 2.5 per cent; 
chemical products, 4 per cent; oils and fats, 4 per cent; machinery, 
5 per cent; durable consumer goods, 5.3 per cent; non-durable 
consumer manufactures, 7 per cent. 


The most significant change in the composition of im; 
ports in 1958 was the 32-per-cent reduction in the quantum 
of fuel imports, as a result of the expansion of productio, 
of petroleum derivatives — especially petrol — and of the 
transport and storage facilities established in the last two 
years, thanks to which it was possible to satisfy a hig 
proportion of consumer requirements in the northeast of 
Mexico which had previously been met almost entirel 
from United States’ sources of supply.*® 


3. Movements of capital and compensatory financing 


Net foreign exchange income deriving from movement 
of capital declined sharply (by 72 million dollars) in 1958, 
and, in contrast with the situation in the preceding year, 
was the factor determining the pressure on official inter- 
national reserves, which decreased by 85 million dollars 
(see again table 132). As has already been stated, the 
aggravation of the deficit on current account was relatively 
insignificant. 

The fall in capital income was decisively influenced by 
the outflow of short-term capital, estimated at some 65) 
million dollars, and by a 4o-million-dollar reduction in} 
direct foreign investment. Both these phenomena were} 
partly due to the effects of the economic recession in the: 
United States, as well as to the apprehension of a possible’) 
devaluation of the Mexican peso. The outflows of short- 
term capital began in mid-April, concurrently with the} 
announcement of the rise in tariffs noted above, which 
precipitated a temporary expansion of imports. : 

The falling-off in direct foreign investment was mainly 
the result of a reduction in new investment from 95 million 
dollars in 1957 to 67 million in 1958. Furthermore, 
accounts between companies showed a negative balance 
of nearly 12 million dollars, in contrast with 1957, in| 
which year there was a credit balance amounting to about | 
10 million dollars. On the other hand, reinvestment in- | 
creased from 35 million to 45 million dollars. | 

Long-term external official credits, which are not subject | 
to immediate influences, continued to expand, at a more | 
rapid rate than in previous years. In 1958, these credits 


88 However, it should be pointed out that the decrease in 
exports of fuel oil previously referred to meant that the trade 
deficit under the head of petroleum and derivatives was reduced | 
by only 8 million dollars at current prices (from 34 to 26 million). 


Table 133 


MEXICO: STRUCTURE OF IMPORTS, 1955 TO 1958" 


(Millions of dollars at 1955 prices) 


1956 
1. Non-durable consumer goods 69.5 
2. Durable consumer goods. . . 80.5 
Pe NS Sick the 6 A te 77.6 
4. Raw materials and intermedi- 

ALEY OOS tts ear ges te ts, ie 395.4 
5. Construction materials. . . . 60.0 
Gua Capital oOOdS aa ann n cae 339.4 

Total®. I 024.0 


SourCcE: Anuario de Comercio. 
® Provisional estimates. 


Annual percentage 
variation 


1957 1958 
1957/56 1958/57 

65.1 755 —6.3 16.0 
79.8 73-4 —0.9 — 8.0 
85.1 57.6 9.7 —-3,2.3 
420.1 435.7 6.2 Ber 
60.5 58.1 0.8 — 4.0 
356.0 331.9 4.9 — 68 

I 067.6 I 033.5 4.3 — 3.2 


b Including the ‘‘Miscellaneous’’ group, which is of little importance. 
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tepresented a gross income of 231 million dollars, as against 
143 million in 1957. Amortization payments also consider- 
ably increased during 1958, rising from 67 million to 123 


million dollars. Nevertheless, the net inflow of foreign 
exchange, after deduction of amortization and interest, was 
89 million dollars, or over 40 per cent more than in 1957. 


III. TRENDS IN PRICES AND DOMESTIC DEMAND 


Despite the contraction in external demand, internal in- 
flationary pressures showed no sign of slackening in 1958. 
Wholesale prices in Mexico City thus rose, on an average, 
by 4.4 per cent, that is, at the same rate as in the preceding 
year (see table 134). This was principally a reflection of 
the rise of almost 7 per cent in food prices, since in those 
of other consumer goods and of production goods increases 
of only 2.5 per cent and 2.7 per cent, respectively, were 
registered. On the other hand, for the lower-income groups 
the cost of living in the capital climbed at the substantially 
higher rate of 11.4 per cent. Even so, this index does not 
include rentals, and covers too limited a number of products 
to provide a reliable picture of over-all trends in retail 
prices of consumer goods.*® 

The rise in the cost of living was attributable, up to a 
point, to the relative shortage of certain foodstuffs, such 
as meat, vegetables and fruit, caused, in the first case in 
particular, by heavier exports, and, where the other com- 
modities were concerned, by unfavourable weather condi- 
tions in areas supplying the capital. On the other hand, 
the pressure on prices which might have been exerted by 
the deficit in production of maize and beans in 1957/58 
was offset by substantial imports of these items. 

Basic pressures on prices, however, derived from factors 
which affected production costs and internal demand. The 
level of costs was influenced above all by the higher tariff 
duties which affected capital goods, intermediate products 
and raw materials as from April 1958. Another determinant 
of heavier costs was constituted by wage increases, which 
ranged from 15 to 30 per cent in many industrial and 
transport sectors. During 1958, however, the effect of 
these increases was slight, since they were concentrated in 
the last two months of the year. 


8° The index covers only 23 items, 12 of which are foodstuffs 
with a 76-per-cent weighting in the base year (1939). 


On the demand side, inflationary pressures arose mainly 
from the growth of the budget deficit and the financing 
of cotton and maize stocks. Private investment in fixed 
capital, on the other hand, increased by less than 2 per 
cent in 1958, as against almost 8 per cent in the preceding 
year (see table 135). 

The increase in the fiscal deficit was not attributable to 
public investment, but to the increase in the Federal 
Government’s current expenditure and the fall in fiscal 
revenue deriving from exports. According to provisional 
data, the Federal Government’s total expenditure, at current 
prices, rose by 882 million pesos in 1958, owing to the 
higher remunerations of public employees and to opera- 
tional deficits on the part of State enterprises.°° On the 
other hand, total fiscal revenue increased by only 399 
million pesos, which meant that the Federal Government’s 
deficit of 893 million pesos doubled that of 1957 (see 
table 136). Hence, the investment expenditure of the 
Federal Government and the Federal District remained 
at the same level as in 1957, in which year it had totalled 
2 651 million pesos, thus increasing by over 23 per cent. 
As, on the other hand, capital outlays on the part of 
State enterprises and local authorities showed minor in- 
crements, the public sector’s total investment — estimated 
at 5 512 million pesos, at current prices — slightly exceeded 
the 1957 figure of 5 420 million pesos.®t In real terms, 
this represented a decrease of 4 per cent. 

The other anti-inflationary fiscal measure was the raising 
of import duties previously mentioned, which added about 
323 million pesos to fiscal income. This combined with 
the increases in other tax yields to offset the sharp con- 
traction in revenue deriving from exports (144 million 


°° Mainly Petrdéleos Mexicanos and the Ferrocarriles Nacionales. 
®l See Banco de México, Trigesimaséptima Asamblea General 
de Accionistas, Mexico City, 1959, Pp. 75. 


Table 134 


MEXICO: PRICE AND COST-OF-LIVING INDICES IN THE WAGE-EARNING 
SECTOR, MEXICO CITY 


(1954 = 100) 
Sr eS I A a SE ES 


Wholesale prices 


Cost of living 


Cost of } ‘ 
alana’ General Consumer Production foodstuffs Laat 
index goods goods 

1956 118.9 120.9 116.0 122.9 121.6 
1957 124.0 126.6 120.5 129.3 128.6 
First quarter. 120.2 121.9 Teeypls) 123.0 120.1 
Second quarter 123.2 125.8 119.5 L272E 125.6 
Third quarter. 126.3 130.3 120.8 13 iey7, 132.3 
Fourth quarter 126.5 128.4 123.9 135.3 136.5 
1958 129.5 133-7 123.8 142.9 143.3 
First quarter. 128.2 130.3 125.4 136.9 141.6 
Second quarter 130.5 135.1 124.0 137.9 I41.7 
Third quarter. 129.3 134.4 122.3 144.0 143.4 
Fourth quarter 130.2 135.1 123.5 152.6 146.4 


rr er 


Sources: For wholesale prices and cost of foodstuffs: Economic Studies Department of the Banco de México. 
For cost of living in the wage-earning sector: Ministry of Economy (Secretaria de Economia), Bardometros 


Econémicos. 
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Table 135 


MEXICO: PRODUCT AND INCOME, 1958 


A EST ET SE EYE PET TT EE SS ST a ES 


19582 Annual percentage 
(Millions of variation 
besos at 1950 
prices) 1957 1958¢ 
TR GTOSS IPLOdUCct pen ne 67 332 4.5 4.7 
2. Terms-of-trade effect in 
relationstoi9 501) eee S20 - = 
Bn GLOSSHINCOMe!: ny ste 66 512 5.0 4.1 
4. Gross investment and fix- 
ed capital ce 9990 =i) 0.0 
Biivatepae: Gale) Hine. 7 580 7.8 1.5 
Publicis, Swe jane yr 2 AIO 7.4 — 4.2 
5. Product by sectors . 
Agriculture ing © 14 370 2.8 13.5 
MDGS. ug ala BT I 620 6.5 — 2.0 
IREHOISUIN nak a I 368 11.8 14.3 
Energy . : 448 8.0 7.6 
Manufacturing. 13 620 4.7 3.2 
Construction ... . I 275 Ter — 1.7 
pra Cums ir cle Ges 22710 4.0 2.0 
erAnsporten ne ne 3 261 7.0 2.4 
Government. .... 3595 4.0 - 
Miscellaneous . . . . 5 005 4.5 Le] 


Source: Official statistics (ECLA estimates) . 
4 Provisional estimates. 


pesos) and in unspecified ‘‘Miscellaneous” receipts (see 
again table 136). The smaller yield from export duties 
chiefly reflected the fall in the value of sales of coffee 
and non-ferrous metals, and the reduction of duties on 
these commodities whereby the State partially compensated 
the decrease in the income of the sectors affected.®2 On 
the contrary, fiscal revenue from cotton increased, thanks 
to the rise in the value of exports and the fact that export 
duties on this commodity were not cut in 1958. Lastly, 
it may be mentioned that the income tax yield rose by 


°° Export duties on coffee were reduced by 15 per cent in 
March 1958. The downward movement of prices during the rest 
of the year led to another reduction of nearly 20 per cent at the 
beginning of 1959. 


Table 136 


MEXICO: EFFECTIVE INCOME AND EXPENDITURE OF 
THE FEDERAL GOVERNMENT, 1957 AND 1958 


(Millions of pesos) 


1957 19588 

Income. . St aD SR ou des is gece 
TACORICEtASE atin tara ae Neri. 2720 2738 
Tax on production and trade? . . I 712 2 060 
mpottataxm ye es pee we oe Gt I O13 I 336 
EX POLtRtAK ay pay) lea me te er I 047 903 

Tax on the explotation of natural 
EOS Bh Be 8 Ueotlvg B a 131 279 
Miscellaneous =) 8.) ee I 862 I 568 
MiGtalmiNncOomes: 4". 2° 2 aye es 8 485 8 884 
shotalwexpenditures, .  J4282). . 8 895 9777 
Greditromdebita(—). . 52's 5. —<ArTo —893 


SL ESTE PTS SPL TE ESSE OSL EC PEM OE EY RSET 


Source: Banco de México, Trigésimaseptima Asamblea General de Accio- 
nistas, México City, 1959, pp. 69-72. 

a Provisional estimates. 

b Including tax on ‘“‘trade receipts’’. 
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only 18 million pesos, in contrast with an increment of | 
over 200 million in 1957. This stagnation was due to the || 
slow growth of the private sector’s income and profits 
In 1958. 

The budget deficit was one of the main determinants | 
of monetary expansion during the year. In fact, the Banco 
de México increased its investment in bonds issued by the 
Federal Government and decentralized official bodies by 
1157 million pesos, thus offsetting the contraction in the 
primary money supply brought about by the reduction 
of 1 063 million pesos in international reserves. 

Another factor influencing credit expansion was the 
financing of the accumulation of stocks of maize and 
wheat by the Banco de México and of cotton by other 
official banks. The additional credit granted by the Banco 
de México (503 million pesos) was used almost entirely 
for the purchase of maize and wheat surpluses, with a 
view to maintaining the support prices for these com-_ 
modities.°? The financing of cotton surpluses by the national 
banks was reflected in the expansion of the credit extended 
to the agricultural sector by these institutions — 430 mil- 
lion pesos as against 257 million in 1957 (see table 137) .%* 


°8 Part of the credit granted by the Banco de México was used 
for local currency payments to the Commodity Credit Corporation 
(CCC) to cover maize imports. 

** As a result of the 12-per-cent increment in the 1958 output, 
estimated at 529000 tons, and the high level of exportable 
surpluses at the beginning of 1957, by the end of the year 
stocks available for export amounted to 529 000 tons, and were 
52 per cent larger than the year before. Of this total, only about 
50000 tons had been sold by the end of 1958. The remainder 
was financed partly by the foreign exporter companies, and 
partly by the official agricultural banks through loans to producers 
discountable in the Banco de México. The price fixed for oper- 
ations of this type was z 500 pesos per bale, or slightly less 
than the average price obtained on sales effected in 1958. From 
the data to hand it is impossible to ascertain how far the official 
banks contributed to the financing of cotton surpluses. 


Table 137 


MEXICO: VARIATION IN THE BALANCE OF BANK 
CREDITS GRANTED, 1957 AND 1958 


(Millions of pesos) 


1957. 19588 

i, Ounce! (aaa? Well, oo o « 872 2123 
JSD. CO MWNETED? so a — 72 503 
National banks: Total. . . . 899 I 620 
incdusttyane:ve esi C meu ar eee 517 1156 
ANSUGUITRS 6 5 pn 8 5 257 430 

CLEA ete ae a een ent: 160 35 
Federal Government .. . — 35 — I 

2. Private credit agencies: Total. . 953 573 
Deposit and savings banks: . 129 247 
Industty"0 -. 1.) = eee 163 161 
ASrICULEUTC sy aan an eee 27, -- 

platacl Cie moe bk" Ae aie eee, ee — 61 86 
Financial corporations... . . 798 309 
industry Gane eee 502 97 

IMAT CMTE 5 a ce ob ee 129 83 
eiradexe. yc) tes Ae eee 167 129 

Other private banks ... . 26 1) 

B MOtas (te t==2)), 1.) Rieck te a ae I 780 2 696 


Sources: Banco de México, Trigésimasexta Asamblea General de Accionis- 
tas, Mexico City, 1958, pp. 46-57 and Trigésimaseptima Asamblea Gene- 
ral de Accionistas, Mexico City, 1959, pp. 53-64. 

a Provisional estimates. 

b Mainly credits to CEIMSA for the financing of maize and wheat inyen- 

tories. 

Including smaller credits for the mining sector. 


° 


However, most of the credit expansion in the official 
bank sector (excluding the Banco de México) derived 
from bigger loans to industry (1156 million pesos) for 
investment purposes, which were financed with the coun- 
terpart of long-term external official credits and, to a lesser 
degree, with the product of the banks’ own domestic 
commitments. 

The increase in credit granted by private banking in- 
stitutions (573 million pesos) was substantially less than 
in 1957 (953 million). This chiefly denotes the smaller 
increment in that extended by financial associations, as a 
tesult of the new system of legal deposits to which these 
institutions were subject as from the beginning of 1958, 
in order to strengthen their liquidity. The factor limiting 
the volume of credit accorded by deposit and savings banks 
seems to have been a decline in their net holdings caused 
partly by outflows of short-term capital. 

The relative shortage of private bank credit was one of 
the factors curbing the rate of growth of economic activity 
IN 1958, especially in residential building and the business 
sector. In fact, as regards mortgage and other bonds issued 
by private institutions, which constitute the main source 
of financing for construction, the amount in circulation 
declined by 6 per cent in 1958, when it fell from x 561 


million to 1 465 million pesos.®° This decisively influenced 
the decrease in private construction activities, which was 
in the neighbourhood of 3 per cent.% 

Fixed investment in industry, largely supported by offi- 
cial credits, continued to increase in 1958, especially in 
basic sectors such as those of electric energy, iron and 
steel and petroleum. A minimum increase in investment 
was registered in the consumer goods industries, owing to 
the slow growth of demand in recent years, and to the 
falling-off in direct foreign investment in 1958. 

Except for some of the staple agricultural commodities 
mentioned above, statistics on inventory changes are not 
available. It is known, however, that there was also a 
trend towards the accumulation of stocks of manufactured 
goods, attributable to the weakening of internal demand” 
and, in the early months of the year, to imports effected 
in anticipation of the raising of tariff duties in April 1958. 
In the second half of the year a restraining influence was 
exerted by the relative shortage of bank credit and the 
high rates of interest outside the organized market. 


°° Nacional Financiera, S. A., El Mercado de Valores, Year 
XTX Nee rse ae May 1959, py 216: 

°8 Banco de México, op. cit., p. 34. 

PEN, ish, 22%, 


IV. PRODUCTION 


According to provisional estimates, the gross product in- 
creased between 4 and 5 per cent in 1958, that is, at 
the same rate as in 1957, but, owing to the deterioration 
in the terms of trade, the rate of growth of gross income 
in real terms was lower (see again table 135). 

The factor chiefly responsible for the growth of the 
gross product was the substantial expansion of agricultural 
production achieved in 1958/59, thanks to the record 
harvests of basic commodities for domestic consumption 
and of cotton, Mexico’s staple export. The production of 
the industrial sectors and of services in general grew more 
slowly than in 1957, because of the contraction in internal 
demand determined by the stagnation of investment and 
the decrease in export earnings. Construction declined by 
1.7 per cent on account of the falling-off in private build- 
ing activities already described. 

Petroleum production maintained its rate of growth, 
thanks to import substitution in respect of derivatives. 
Despite the sharp contraction in external demand for non- 
ferrous metals, mining activities declined only slightly, 
thanks to compensatory State action and to the expansion 
registered in extraction of sulphur and other minor items. 


1. Agriculture 


Agricultural production expanded by over 13 per cent in 
1958, and exceeded the former peak level, reached in 
1955, by more than 11 per cent (see table 138). This 
notable development was due to a series of favourable 
factors, outstanding among which were weather conditions 
and the intensification of agricultural programmes in respect 
of credit and the production of fertilizers and of hybrid 
and improved seed. Much more rain fell than iflek 95:75 
and there were no further signs of a drought such as had 
caused the stagnation of production in that year. For sea- 
sonal production optimus conditions prevailed, and the 
credit institutions took advantage of them to encourage 
a variety of crops. 


In the aggregate, production for domestic consumption 
increased by nearly 16 per cent in relation to 1957, so 
that there was some modification of the trend towards 
more rapid expansion of production for export observable 
in recent years. The biggest increments were registered 
under the head of basic foodstuffs. According to estimates, 
the maize harvest, for example, amounted to 4.8 million 
tons, an unprecedented volume exceeding that of 1957 
by 28 per cent and the peak figure attained in 1955 by 8 
per cent. Similarly, production of beans, which had dropped 
by 44 per cent in 1957, more than doubled, reaching an 
estimated 530 000 tons — also a record volume. 

Measures aimed at promotion of the growing and proc- 
essing of sugar-cane continued to yield the beneficial results 
already registered in 1957. In production of cane a new 
record was scored (14 million tons, or 12 per cent more 
than in 1957). As regards sugar, output amounted to 1.2 
million tons, that is, 13 per cent more than in the preceding 
year. As a result, exports increased substantially, from 
99 000 tons in 1957 to almost 177 000 in 1958. 

Other items for domestic consumption in which larger 
harvests were also registered included green alfalfa, sesame 
and tobacco. Wheat, rice and potatoes constituted the only 
exceptions to the general upward trend. In the case of 
wheat, production fell to 1.2 million tons (13 per cent 
less than in 1957). This was because the area under seed 
was reduced (from 940 000 to 820 000 hectares) in order 
to prevent difficulties in connexion with surpluses for 
which it would be hard to find a sale on foreign markets, 
and of which 300 000 tons had already been obtained in 
1957. It is expected that the above-mentioned output, 
together with the reserves available, will suffice to maintain 
the domestic self-sufficiency achieved for the last few years. 

The over-all increase in production for export was 11 
per cent, in relation to the preceding year. The rising 
trend was common to almost all items produced by this 
agricultural sector. Cotton yielded a harvest estimated at 
529 000 tons (12 per cent more than in the previous 
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Table 138 
MEXICO: AGRICULTURAL PRODUCTION, 1956/57 TO 1958/59 


SN CR RCI EE OE I SET SE SS TES EP LIE TT 


Total production. 


HOLMEXpOltge mit wea cauenies =< 
For internal consumption . 


Selected commodities 
For export 
Cotton (fibre) 
Cofieer yee 
empire 
Cottonseed 


For internal consumption 


Rice . 
Maize 
Wheat . 
Beans 
Sugar-cane 
Sesame . 
Tobacco. . 


1956/57 1957/58% 1958/59% 
(Indices: 1954-56 = 100) 

IOI.I 103.9 117.9 

96.7 108.1 120.3 

104.9 100.2 115.8 

(Thousands of tons) 

404 471 529 
95 102 108 
III 113 II4 
715 807 902 
235 240 245 
4 382 3, 800° 4 850 
I 242 I 376 I 200 
432 241 530 
10 678 I2 568 I4 042 
100 113 120 
54 7oO 72 


Sources: Ministry of Agriculture and Livestock (Secretaria de Agricultura y Ganaderia), National Coffee Institute 


(Instituto Nacional del Café) and producer associations. 


a Indices calculated by ECLA and weighted by average rural prices in 1954-56. 


> Provisional estimates. 


cotton year and 4 per cent higher than the record 1955 
figure). This increment was achieved by means of an 
expansion of the area under seed, which increased from 
909 000 hectares in 1957 to over 1 million in 1958, thanks 
to the price incentive still in operation when the crop 
was sown. As was shown above, the large volume of cotton 
produced, in combination with the weakening of external 
market demand, led to the accumulation of surpluses for 
which there is no ready sale. The steady downward trend 
of prices in the early months of 1958 determined a sub- 
stantial reduction in the area sown for 1959/60, as a 
result of which production is expected to decline by over 
I5 per cent. 

Coffee ranks second among Mexico’s export crops; the 
1958/59 harvest is estimated at 108,000 tons, that is, 6 
per cent larger than the preceding year’s. Production fore- 
casts had placed it at a still higher level, but the heavy 
rainfall and hurricanes which swept the producer areas 
during flowering-time caused appreciable losses in the 
volume of berries picked. 

Favourable weather conditions also permitted a consid- 
erable expansion of livestock and fresh meat production. 
Even so, the increment did not suffice to cover the heavy 
exports to the United States®® and at the same time satisfy 
internal demand. Quantitative restrictions on exports had 
therefore to be imposed at the beginning of 1959. 

Official policy with respect to agriculture played an 
important part in the achievement of the results reviewed 
above. The year 1958 witnessed an intensification of the 
tendency to devote increasing attention to credit services, 
the production of inputs for agriculture, and marketing, 
at the expense of other forms of investment, such as the 
construction of new irrigation works. The volume of credit 
handled by the official banks in 1958 was 6.4 per cent 
larger than in 1957, totalling 1 384 million pesos. Credits 


®8 Exports of catile on the hoof increased from 350 600 head 
in 1957 to Overt 490000 in 1958; those of fresh meat were 
quadrupled. 


142 


for the purchase of equipment and other inputs increased 
in still higher proportion, so that their relative importance | 
within the whole rose from 66 to 82 per cent. This 
reflected the greater impetus given to production of basic 
foodstuffs, with a view to relieving the shortages of the 
last two years. 


2. Mining 


Despite the contraction in external demand and the fall 
in prices for the most important products — copper, lead © 
and zinc —, mining output in the aggregate decreased by 
only 2 per cent in 1958 in relation to the preceding year 
(see table 139). This was largely due to the action taken 
by the authorities in respect of reduction of duties, which 


Table 139 


MEXICO: INDICES OF MINING AND PETROLEUM 
PRODUCTION, 1956 TO 1958 


(1955 = 100) 
1956 1957 1958% 
Mining production: 

MOtalSieaysiss se. 97-3 103.6 IOl.5 
ead’ on. 2ee 94.7 IOI.9 95.8 
Copper 134.0 110.8 118.8 
LAD Cer Wa Apacs 92.4 90.2 83.2 
Silveti. 89.8 98.3 99.2 
Sulphur. = . 152.4 205.0 244.0 

Petroleum production: 

Ota Mave tes bs 107.3 120.0 137.2 
Grudesaet. |<), 103.0 IOI.O 110.1 
Refinediaeseyece « III. 127.8 I41.9 


Sources: Ministry of Industry and Trade (Secretaria de Industria y Co- 
mercio), Department of Mines and Petroleum (Direccién de Minas y Pe- 
tréleo), and Petréleos Mexicanos. 

Nore: Indices originally calculated at 1950 prices. 

a Provisional estimates. 


© some extent offset the decline in income and enabled 
he level of employment and production to be kept up in 
he sectors most adversely affected. Significance also at- 
ached to the substantial increase in production of sulphur 
ind some minor commodities. Output of industrial ores 
lecreased in the aggregate by 2.1 per cent. That of precious 
metals remained at practically the same level as in the 
preceding year. Silver output rose from x 467 to 1 480 
tons, thus offsetting the slight fall in production of gold 
(from 10772 to 10334 kilogrammes). 

As regards the staple mineral exports, production of 
lead (201 900 tons) declined by 6 per cent, and that of 
zinc (224 100 tons) by 8 per cent. The output of copper 
(65 000 tons) exceeded the preceding year’s by 7 per 
cent. Sulphur production pursued the upward trend reg- 
istered in the last few years, rising from 1068700 to 
I 271 860 tons, of which a little over x million were exported 
in 1958. Another fairly important mineral for which a sub- 
stantial production increment was recorded was manganese. 

The continued deterioration of world prices for the 
most important mining products led to an intensification 
of the Government’s support policy, through selective 
reductions in export duties and production taxes, of up to 
75 per cent in the case of the large companies and up to 
100 per cent for certain small enterprises. These reductions, 
estimated at over 200 million pesos in 1958, were made 
conditional upon new investment by the companies con- 
cerned, which were also authorized to speed up amortization 
of equipment for income tax purposes. 


3. Petroleum 


The petroleum industry made a further advance towards 
the goal of greater self-sufficiency in respect of derivatives. 
Imports of these, which in 1957 had attained a value of 
61.7 million dollars, amounted only to 41.7 million in 
1958, thanks mainly to the installation of an absorption 
plant in the Tabasco oilfields and to the improvement in 
transport and distribution implied by the entry into opera- 
tion of large gas pipelines in the north of Mexico. 

The new absorption plant processes 300 million cubic 
feet of gas daily, extracting some 18 000 barrels of distilled 
products. A catalytic disintegrating plant, with a daily capacity 
of 25 000 barrels, also entered operation in Mexico City. 

Work is proceeding on the construction of gas pipelines 
in the north and of another 790 kilometres long to supply 
Mexico City. The latter, which will have a daily capacity 
of 300 million cubic feet, will enable all the available 
gas from the Tabasco oilfields to be transported to the 
consumer centres, which will represent a daily saving of 
50 000 barrels of fuel-oil. 

In 1958 aggregate production of crude petroleum and 
derivatives expanded by 14.3 per cent, thus exceeding the 
1957 tate of growth (see again table 139). Extraction of 
crude increased by 9 per cent, reaching the figure of 100.6 
million barrels, in marked contrast with the situation in 
1957, when production of crude oils had decreased by 
1.9 million barrels. “ea : 

Total production of derivatives maintained its uninter- 
rupted upward trend at the same rate as before, and 
amounted to 15 million cubic metres, as against 13.5 
million cubic metres in 1957. This reflects marked in- 
crements in production of better-quality petrol (67 pet 
cent) and high-octane petrol, which almost trebled between 
these two yeats. 


In the drilling sector activity declined slightly. The total 
number of wells drilled reached 379, whereas in 1957 it 
had been 389. Of the new wells, 286 turned out to be 
productive, in comparison with 275 in the preceding year. 

As a means of coping with the growing investment 
requirements of all aspects of industry, the prices of the 
better qualities of petrol were raised at the end of No- 
vember, and so were those of fuel-oil and Diesel oil. In 
the case of these last, the increase was particularly high 
for farmers in the north of Mexico, being estimated at 
about 90 per cent in relation to the previous level. Similarly, 
bonds with constant purchasing power, correlated with the 
wholesale price index in Mexico City, were issued to a 
total value of 500 million pesos. 


4. Electric energy 


Capacity for the generation of electric energy expanded by 
II per cent in 1958 and attained the figure of 2 560 000 
kW. This rate of increase — the highest since 1952 —, 
together with a favourable rainfall regime, thanks to which 
the water supply for the hydroelectric system was restored 
to normal, helped to avert restrictions on consumption. 

The official electricity enterprise installed 126 587 kW, 
of which 59 287 were thermoelectric and 67 300 hydraulic. 
Its capacity was thus raised to about 960 000 kW, which, 
in combination with 140576 kW provided by other State 
enterprises, increased the public sector’s generating capacity 
to a total of 1 100576 kW. 

In the central zone, where demand has grown at an 
average annual rate of 12 per cent in recent years, the 
leading public utility enterprise inaugurated in mid-1958 
the third steam unit at Lecheria, with a potential of 84 200 
kW, and added 12500 steam kW to the old Nonoalco 
plant, whose capacity was thus raised to 92 500 kW. The 
new Lecheria unit increased the plant’s total capacity to 
148 400 kW. Thus, the enterprise has at its disposal a 
capacity amounting to 585000 kW, which, conjointly 
with the 352000 interconnected with the grid by the 
official enterprise, give a total of 937000 kW. Another 
public utility enterprise which supplies electricity in 17 
States in the republic progressed with the expansion pro- 
gramme that it had initiated two years previously, with 
a view to installing 81 000 additional steam kW in all. 

Total generation of electric energy amounted to 9 098 
million kWh, as against 8453 million in 1957. This 
represented a 7.6-per-cent increment, slightly smaller than 
that of 8.0 per cent registered in 1957. Generation of 
hydroelectric energy, which in 1957 had contracted to 
3.667 million kWh on account of the severe drought, 
recovered in 1958 and increased by some 780 million 
kWh. That of thermoelectric energy, which in the preced- 
ing year had expanded considerably (by about 1 100 mil- 
lion kWh to offset the effects of the low rainfall, decreased 
by 146 million kWh. 

To meet the rapid growth of consumption, there are 
projects for expanding generating capacity in 1959 by 
about 166000 kW, or rather fewer than the number 
brought into operation in 1958. 


5. Manufacturing 


It is estimated on the basis of partial data that in 1958 
manufacturing output attained a rate of increase of ap- 
proximately 3 per cent, in comparison with the increment 
of 5 per cent achieved in 1957 (see table 140). As in 
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Table 140 

MEXICO: INDICES OF MANUFACTURING PRODUCTION 

(1955 = 100) 
1956 1957 19584 
Total production . 107.8 115.4 II9.1 
Consumer goods . IOl.7 100.8 101.4 
Production goods II1.6 I24.1 I31.9 
Pig iron. 124.3 130.8 151.1 
Stecli Save. AU. 128.5 151.8 161.3 
Rolled products . 2 Ter 150.1 156.8 
Cement . ee 109.1 120.8 119.7 
Sulphuric acid . 125.5 143.5 157.9 
Caustic soda . 109.0 144.1 iG figg2 


Sources: Ministry of Industry and Trade, Department of Mines and Pe- 
troleum and Petréleos Mexicanos. 
a Provisional estimates. 


previous years, the most dynamic sector was that of the 
capital goods industries, which registered an aggregate 
expansion of 6 per cent, despite the stagnation of invest- 
ment, which mainly affected demand for construction ma- 
terials. The manufacture of consumer goods increased by 
only 1 per cent, apparently because of the weakening of 
demand for basic items like cotton textiles and beer. 


(a) Capital goods industries 


After a period of intensive enlargement of installations, 
characterized in previous years by low coefficients of utiliza- 
tion of capacity, production of pig iron increased in 1958 
by 16 per cent, and for the first time the rate of utilization 
of the blast furnaces in oleae exceeded 90 per cent. 
Output of steel ingots rose by 6 per cent (1 115 000 tons), 
and that of rolled products (some 916 000 tons) was 5.7 
per cent greater than in 1957. 

Imports of rolled steel products are estimated to have 
decreased in 1958 by about 40000 tons, and apparent 
consumption to have expanded by approximately 8 000, so 
that the share of domestic production in internal con- 
sumption increased from 74 to 78 per cent between the 
two years under consideration. Nevertheless, the deficit in 
Mexico's steel production still persisted. In 1957, imports 
of scrap, steel ingots and other primary commodities were 
in the neighbourhood of 422000 tons, valued at 31.5 
million dollars, and those of rolled products amounted to 
310 000 tons, to a value of 107 million dollars, thus giving 
a total of 138.5 million. 

Cement production, of which the rate of development 
has been rapid in recent years, was reduced by 1 per cent 
in 1957, reaching an estimated figure of 2 496 000 tons. 
This decline in the rate of growth of production, combined 
with increases in production capacity which raised it from 
2 787 000 to 3 og 500 tons, caused utilization of installed 
capacity to drop from 90 to 80 per cent between 1957 
and 1958. Progress was made in the execution of 3 ex- 
pansion projects which by mid-1959 will add a further 
465 000 tons to capacity. 

In the heavy chemicals industry, production of sulphuric 


144 


acid increased by 10 per cent (from 182000 to 200 00@| 
tons) and that of caustic soda by 19 per cent (from 34 00a) 
to 40 Goo tons). In the chemical fertilizers branch, output 
of ammonium sulphate contracted 2 per cent (from 99 mii 
to 97 000 tons), while that of superphosphates decrease 
by 5 per cent (from 91 850 to 87 400 tons). 

The biggest chemical fertilizers factory added 150 tons 
to its daily capacity for the production of sulphuric acid, 


thus raising total domestic capacity to a yearly figure off 


287 300 tons. Capacity for production of caustic soda wa 
also brought up from 41 250 to 57000 tons — which 
represented a 38-per-cent increment — with the entryy 
into operation of two new plants manufacturing viscous 
soda. 

The manufacture of newsprint was undertaken for the 
first time in Mexico, a plant with an annual capacity of 
some 35 000 tons having been installed. This will enable 
50 per cent of domestic consumption to be satisfied as 
from mid-1959. In the pulp and paper industry the fol- 
lowing increments were achieved: 10.4 per cent in pulp: 
production (from 147000 to 162 000 tons); 8 per cent 
in printing and writing paper, and almost 9 per cent in) 


other types of paper, board and cardboard. Total output} 


of paper products rose from 307000 to 335 000 tons} 
between 1957 and 1958. 


Production of synthetic rayon fibres (13 700 tons) re-| 


mained at the same low levels as in the preceding year, , 
when a 24-per-cent reduction had been registered. In the! 
non-cellulose textile fibres sector, the nylon factory which: 


had entered operation in 1956 with an annual capacity of | 
170 tons increased the latter to 750 tons in order to meet. 


the growing demand for this product. 


(b) Consumer goods industries 


The industries producing final consumer goods expanded 


by barely x per cent in 1958, as a result of the stagnation } 


or contraction of demand for such basic items as cotton 
and rayon textiles, and beer. Durable consumer goods 
industries, on the other hand, like those producing tyres 
for motor-vehicles and electrical appliances, showed fairly 
substantial increases. 

The depression in both the cotton and the rayon textile 
industries continued during the year, and over-all demand 
for textiles declined from the first quarter onwards. In de- 
fault of direct production data, and on the basis of frag- 
mentary information as to apparent consumption of cotton, 
it is estimated that activity in the cotton textile industry 
was barely maintained at a leval similar to that registered 
in 1957. As regards production of rayon textiles, apparent 
consumption of synthetic fibres fell by 10 per cent in 
relation to the 1957 figure. 

The food preserving industry achieved a partial recov- 
ery with an 8-per-cent production increment which raised 
output to 30 ooo tons. A moderate increase of 3.4 per- 
cent took place in cigarette production; brewing, on the 
other hand, registered a further contraction of 2.5 per cent. 
Output of tyres and inner tubes for passenger-cars and 
lorries expanded by 17 and 9 per cent respectively. 


| 
j 
| 
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Pep Use 


I. INTRODUCTION 


To judge from the increase in the per capita gross product, 
the rate of growth of the Peruvian economy was intensive 
during the period 1945-55. According to a document te- 
cently published by the ECLA secretariat, the average 
gtowth rate for the period as a whole was 2.9 per cent. 
However, it was 2.5 per cent during the first half of the 
decade in question, which means that in the second half, 
i.e., from 1950 onwards, it rose to 3.4 per cent, despite 
the greater increase in the population. Both rates compared 
favourably even with those registered in countries whose 
tate of development was also satisfactory during the period 
in question. 

A combination of various factors enabled Peru to main- 
tain this high and steady rate of economic growth. Special 
mention must be made of the evolution of the external 
sector, the high investment coefficient and the rise in the 
product-capital ratio registered during the period under 
review. 

The development of the external sector was favourable 
as regards not only the firmness of world demand but 
also the terms of trade and the net inflow of foreign cap- 
ital. During the period referred to, the quantum of 
Peru’s staple exports expanded considerably, and a steady 
improvement in their prices greatly stimulated internal 
economic activity. This stimulus was first provided through 
the rise in the profits and income of the factors employed 
in the export sectors, the improvement subsequently spread- 
ing to the rest of the economy as Peru’s total expenditure 
increased. But, if the increment in the value of exports 
was substantial, imports expanded still more intensively 
during the period as a whole — to an even greater extent 
than the gross product —, by virtue of the high income- 
elasticity displayed by demand for imported goods in Peru. 
Owing to this circumstance, the trade balance showed 
marked disequilibria in a number of years, especially after 
1949, when the restrictions and the administrative and 
exchange controls to which foreign trade had been tem- 
porarily subject in previous years were lifted. Although 
the steady improvement in the terms of trade did not 
suffice to finance Peru’s excess imports of goods and serv- 
ices, the inflow of foreign capital helped to cover them, so 
that the balance of payments broke even, except in a few 
years when external demand weakened for a time. 

Since imports persistently exceeded exports, per capita 
availabilities of goods and services increased more in- 
tensively than the per capita gross product. Thus, although 
consumption expanded considerably from one year to an- 
other, Peru was able to maintain, along with its relative 
external equilibrium, a high investment coefficient. In other 


°° Unlike the analysis of other national economies attempted in 
the preceding pages of this chapter, which has dealt primarily 
with the economic events of 1958, the present section on Peru 
is conceived on broader lines, covering longer-term developments 
and trends which enable a study to be made of the period 
1945-55, as was done for other countries in the Economic survey 
of Latin America, 1957. The secretariat has prepared similar 
analyses for Uruguay and Venezuela, to be published in the 
Economic bulletin for Latin America. 

100 See Analyses and projections of economic development. VI. 
[he industrial development of Peru (E/CN.12/493), United 
Nations publication, Sales No.: 59 II. G. 2. 


words, the incentive to investment deriving from the boom 
in exports and from the improvement in the terms of 
trade was not to any great extent impeded by the capacity 
to import, which, as has been shown, was enlarged by the 
inflow of foreign capital. This investment process, while 
favouring several activities, including a specific type of 
industry, was on the whole concentrated in the export 
sectors, and primarily in mining. 

The channelling of investment in this direction determin- 
ed certain structural changes as a result of the disparities 
in the growth of the several sectors of the economy. But 
these changes made no difference to Peru’s characteristic 
economic set-up, in which primary activities predominate 
as regards both the structure of production and the em- 
ployment of the labour force. The mining sector, which, 
for easily understandable reasons, experienced a recession 
in the post-war years, expanded considerably from 1950 
onwards, recovering sufficiently for its relative share in 
the total gross product to be the same at the end of the 
period (1955) as in 1945. The growth of industry was 
noteworthy in relative terms, and its share in the aggregate 
gross product increased, although even so it represented 
only a modest proportion of the product in question. The 
rate of growth of agriculture, in contrast, was below the 
over-all average, so that its relative importance decreased. 
In practice, however, this may be attributed to the behaviour 
of farming for domestic consumption, as the production of 
agricultural exports expanded at a rate almost equal to 
the average. Construction, transport and trade also enlarged 
their share in the gross product, but on different scales, 
the biggest relative increase being achieved by construction. 

The disparity in the development of the various sectors, 
over against the rise in income and the consequent changes 
of level structure in the pattern of internal demand, led 
to the expansion of imports to which attention has already 
been called, and — another important point — to a marked 
change in their composition. Imports of consumer goods 
came to represent a much higher proportion of external 
purchases as a whole, and the same was true of intermediate 
products and fuels. Capital goods, on the other hand, 
accounted for a smaller share than before. Nevertheless, in 
view of the substantial growth of imports in absolute 
terms, all the categories of goods mentioned registered 
an increment during the period under review. The fact 
that it was larger for some goods than for others is a 
clear indication of the change which took place in the 
pattern of demand for imports.*™ 

The development of all these trends in the Peruvian 
economy took place concurrently with the transition from 
a phase of internal price instability (1945-51) to another 
of relative stability (1952-55). During the former period, 
wholesale prices tended to rise rapidly, particularly in the 
years 1947 to 1951, in some of which the increases exceed- 
ed 40 per cent. The sharp upswing in wholesale prices 
does not seem to have been due to excess demand. Except 


701 In reality, as from 1950, the year in which import controls 
were abolished, changes in composition were largely due to the 
fact that imports could be freely adjusted to the structure of 
demand. 
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in 1946, when post-war facilities for importing capital 
goods combined with pent-up investment needs to favour 
a marked rise in the investment coefficient, in the other 
years this coefficient was not high enough fully to warrant 
so rapid a rate of increase in prices, even when pressure 
from the private sector was renewed in 1950 and 1951. 
Similarly, public expenditure and the fiscal deficit alike 
represented, on the whole, a fairly modest proportion of 
national income in the years referred to, although it fol- 
lowed an upward trend during the later years of the period. 

On the other hand, import prices rose sharply, as a result 
of the post-war expansion in the world economy and the 
devaluation registered in 1947, 1948 and 1949.1°? Given 
the high proportion of the aggregate supply represented 
by external purchases and the composition of the latter 
(25 per cent consumer goods and over 20 per cent raw 
materials), these import price increases both directly and 
indirectly influenced the cost of living. The consequence 
was that on some occasions, wage increases were granted 
which, despite the improvements in productivity noted in 
the Peruvian economy, gave rise to the familiar cost-price 
spiral. Thus, generally speaking, a cost inflation became 
apparent which must be largely imputed to the increase 
in the price of imports in soles. 

The controls and restrictions which affected the level 
and composition of imports during the period under con- 
sideration undoubtedly also helped to force up prices. A 
very limited diversification of domestic production must 
be supplemented by an appropriate volume and composition 
of imports so that the structure of aggregate supply can 
be adjusted to the pattern of total demand; otherwise, 
sectoral maladjustments between supply and demand arise, 
and lead to increases in the prices of certain goods which, 
according to their nature, may or may not spread through- 
out the economy. But it is beyond question that during 
1945-51 price increases of this type were registered in 
many cases, especially in view of the rise in income referred 
to, the changes it brought about in the structure of demand 
and the high income-elasticity of demand for imports. 

After the year 1950, the heavy and varied imports 
which were effected under the stimulus of the growth of 
internal income and the liberalization of foreign trade 
served as an efficient means of adjusting the structure of 
supply to the pattern of demand. Thus some of the sectoral 
pressures on prices observable in 1945-51 were elimi- 
nated.1°? However, the external sector still tended on some 
occasions (although to a much lesser extent) to constitute 
a factor making for higher prices, at this stage not so 
much because of increases in international prices in dollars 
— which, according to import registers, remained relatively 
stable — as owing to the rise in quotations for foreign 
currencies. This happened in 1950 as a result of the 
exchange reform (combined with the rise in import duties), 
the effects of which were not completely absorbed until 
1951; and again in 1953 and 1954, when the currency 
unit was devaluated. However, the last two occasions coin- 
cided with a moderate decrease in the dollar price of 


*0? Devaluation was accompanied by a temporary system of 


three exchange rates. 

708 While the extensive possibilities of importing all sorts of 
goods ad lib. were favourable to this process of adjusting the 
structure of supply to that of demand, they tended, by setting up 
competition with domestic production, to slow up the diversifi- 
cation of the economy and make Peru more dependent upon the 
vicissitudes of its foreign trade. The external vulnerability of the 
economy thus increased from the standpoint of stability. 
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imports, which did something to cushion the impact of ||| 
the higher quotations for foreign currency. 

While this was happening in the external sector, the)! 
coefficient of investment in relation to the gross product })° 


rose, and the public sector’s deficit also increased. However, ||! 


the sum of private saving and the net inflow of foreign 
capital largely offset the inflationary possibilities of excess) 
demand, as is indirectly demonstrated by the small amount: 
which compensatory movements of short-term capital rep- Jj! 
resented in this period. 

Nevertheless, prices continued to rise, although at a 
moderate rate, still to some extent impelled by the external 
sector and by specific maladjustments such as were inev- 
itable in an under-developed economy during a phase in 
which income was rapidly increasing as in the years follow- 
ing 1950. 

By 1955 it was possible to raise a fundamental question 
as to the future growth of the Peruvian economy. Given 
the special features characterizing its development, could 
the Peruvian economy continue to develop equally inten-. 
sively, without radical changes in its historical growth pat- 
tern? A rise in per capita income of the magnitude ex- 
perienced in Peru, within the characteristic development 
pattern of previous years, implied an expansion of con- 
sumption and total investment — that is, of available goods 
and services — greatly exceeding the increase in the gross 
product. The resulting gap had to be filled, as it was in | 
1945-55, with a considerable excess of imports over ex- | 
ports, such as at that time was rendered possible by the | 
improvement in the terms of trade, and especially by the 
substantial inflow of capital from abroad. 

In 1955 the prospects for a continuance of the upward | 
movement hitherto recorded in both exports and the terms | 
of trade were somewhat remote, inasmuch as in the future | 
the net movement of long-term capital seemed likely to | 
become less significant; firstly owing to the rising trend } 
— already apparent in that year — in the amount of | 
amortization payments on previously-invested foreign cap- 
ital, and secondly because of the possibility of a cut in| 


reinvestment of profits. A heavy balance-of-payments deficit ||) 


therefore seemed predictable in the near future, which 
would inevitably constitute an obstacle to development and | 
a factor obviously making for internal and external in- | 
stability in the Peruvian economy.1°% To this must be | 
added the change that would have to take place in the | 
composition of imports (apart from the substantial increase | 
in their volume mentioned above) in the shape of a great | 
relative increase in consumer goods, including foodstuffs. 

Hence, by 1955 it already seemed improbable that ex- | 
pansion of the economy would be able to continue in |} 
subsequent years at much the same rate and with much | 
the same features as had characterized it since 1945. Fur- |, 
thermore, as an immediate inference, it might be assumed | 
that either the rate of development would be appreciably |} 
restricted, and with it the growth of consumption and | 
investment, or the previous development pattern would | 
undergo drastic modification both as regards the relative | 
share of domestic production and imports in aggregate 
available goods and services and with respect to the com- || 
position of these goods and services. It is common knowl- || 
edge that such a process cannot be effected over the short 
term. 

In 1956 the mode and characteristics of Peru’s economic | 


104 See The industrial development of Peru, op. cit. 


development were still the same as in the preceding year. 
Gross income registered a new and substantial increase, 
under the stimulus of the favourable evolution of the 
external sector, which even encouraged an expansion of 
national expenditure, including investment. The terms of 
trade, like the volume of imports, still stood at a high 
level. The net inflow of capital was even larger than in 
1955. In addition, imports heavily exceeded exports, which 
favoured a further increase in available goods and services. 
Even so, satisfactory as was the development of the external 
sector, it did not suffice to finance the excess imports in 
question. Thus a balance-of-payments disequilibrium re- 
sulted, as is evident from the considerable amount repre- 
sented by compensatory movements of short-term capital 
to cover the deficit. The trends mentioned above in con- 
nexion with the altered role that the external sector would 
play in the future development of the economy became 
apparent in a year when the evolution of that sector was 
still favourable. 

But, furthermore, it was this same year that saw the 
entry into operation of two factors which are liable to 
create a certain degree of internal price instability, namely, 
an increase in the fiscal deficit and an excess of consumption 
over disposable income (dissaving) on the part of family 
units. The figures for both were fairly high in 1956, at a 
‘time when the investment coefficient was still rising. 
| In 1957, Peru, like many other Latin American countries, 
was affected by developments in the world economy. Ex- 
‘ternal demand and export prices weakened at one and 
‘the same time. However, the gross product still increased 
a little, although at a much slower rate, while available 
goods and services expanded more intensively than the 
product, at the cost of a further substantial trade-balance 
deficit. The net inflow of long-term capital remained fa- 
‘vourable. But the aggregate outcome of the change in the 
amount of external income was a serious balance-of- 
‘payments disequilibrium and some depletion of monetary 
reserves. It was really this year that witnessed the first signs 
of the future repercussions of the depressive forces gen- 


| 
| 
| 
| 


It can be seen from the foregoing pages that the external 
sector played an outstanding part in Peru’s economic de- 
velopment, particularly from 1950 onwards, not only on 
account of the favourable trends registered in the volume 
and price of exports but also because the inflow of foreign 
capital was considerable. Given the characteristics of the 
structure of domestic production, the position of exports 
in relation to the gross product, and the foreign trade 
system, this evolution of the external sector constituted 
the Peruvian economy’s main dynamic element. At the 
same time, it imposed a special pattern upon the growth 
of the economy. 


Ths Exports 


Between 1950 and 1958, exports, valued at constant 1955 
prices, increased by over 4o per cent, a figure which im- 
plies an average annual increment of 5 per cent. It must 
be noted, however, that their rate of growth was extreme- 
ly rapid (16 per cent) between 1950 and 1953, and 
that it slowed down a great deal between 1954 and 1957, 
while in 1958 a contraction of 1o per cent in relation to 


erated by the external sector, which was already threaten- 
ing to become the chief obstacle to development and 
stability. Strictly speaking, no measures were adopted 
during 1957 to safeguard the balance of payments through 
customs duties on imports, but, on the other hand, some- 
thing was done in the field of bank credit when the 
regulations as to minimum cash holdings were altered in 
March. Tariff measures were deferred until the second half 
of the following year. To the external imbalance was 
added internal disequilibrium, since in the second half of 
1957 inflationary pressures became more apparent than 
in the preceding year. Among other factors may be men- 
tioned more intensive dissaving on the part of family 
units and a heavier fiscal deficit. 

This weakening of economic development and intensi- 
fication of the internal and external instability of the 
economy came to a head in 1958. The per capita product 
declined, and available goods and services registered a 
still greater decrease, while the balance of payments, despite 
the higher import duties imposed in 1958 and the credit 
measures adopted in 1957, again showed a substantial def- 
icit. Foreign currency quotations followed a rising trend 
after more than three years’ stability, and internal prices 
maintained their rate of increase. In addition to the ex- 
pansionist pressure exerted by devaluation, heavier indirect 
taxes and other production cost items, prices were affected 
by the fiscal deficit and the over-spending of family units. 

The ensuing sections of the present chapter will be 
devoted to a fairly detailed study of the trends and fun- 
damental problems of the Peruvian economy in 1956-58. 
In many cases it will be necessary to look back to the 
origins of these trends and problems so that they may be 
viewed in proper perspective and their significance under- 
stood.1°° This will apply particularly to section III, which 
will contain an analysis of the mutations of demand and 
stability in the economy of Peru. 


*°© A long-term structural analysis — covering the period 
1945-55 — has already been carried out by ECLA in The industrial 
development of Peru, op. cit. 


Il. THE EVOLUTION OF THE EXTERNAL SECTOR 


1957 took place. Despite the increase in their volume, the 
composition of exports did not alter substantially during 
the period under review. Except in 1951, external sales 
of agricultural commodities — mainly cotton, coffee, wool 
and sugar — accounted for about 50 per cent of the 
whole, and no clearly defined trend towards an enlarge- 
ment of this share was registered. Much the same was 
true of the mining sector’s exports, which, except in 1953, 
represented a proportion of the total fluctuating around 
45 per cent. But it must be noted that while metals (cop- 
per, lead, silver, iron ore and zinc) raised their share in 
total sales from 31 to 38 per cent between 1950 and 
1958, that of non-metals (chiefly petroleum) was sub- 
stantially reduced, falling from 14 to 8 per cent. This 
latter variation, together with the upward trend followed 
by manufactured goods — at their modest absolute levels 
— was the only significant change in composition which 
accompanied the rapid growth of Peru’s exports. 

It can be seen from the foregoing observations that Peru 
is one of those Latin American countries whose exports 
show some degree of diversification. This has enabled it to 
overcome on some occasions the difficulties which price 
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fluctuations might have involved for the internal economy. 
Cotton, coffee and sugar among agricultural commodities, 
and copper, lead and zinc among metals, have sometimes 
registered simultaneous price increases, as, for example, at 
the beginning of the period under review; or, again, the 
fluctuations in their prices have not followed a parallel 
course, and have tended to offset one anothet’s effects on 
the over-all level of export prices. Up to 1957, this im- 
parted a certain relative uniformity to the upward move- 
ment of export prices in the aggregate. If this phenomenon 
is taken in conjunction with the rise in the quantum of 
exports, a preliminary conclusion can be drawn in the pres- 
ent context. The external income accruing from exports 
increased uniformly on the whole, and this signified, as 
will be seen later,1°* a powerful incentive to internal eco- 
nomic activity, warding off, during the period under analy- 
sis, the dangers implicit in the customary world price 
fluctuations for an economy which, like that of Peru, is 
highly dependent upon the external sector. Towards the end 
of 1957 and throughout 1958, there were symptoms of a 
weakening in prices and external demand which affected 
most export commodities. In 1957 the rate of growth of 
export earnings slackened, and in 1958 they underwent a 
significant decline (see table 141). 


2. Foreign capital 


While export earnings were following the course described 
above, a considerable amount of foreign capital was flow- 
ing into Peru. As from 1950, in which year the gross inflow 
of such capital had represented only about 4 million dollars, 
a substantial and progressive expansion took place up to 
1957. A decline was observable in 1958, although it was 
not as serious as the contraction in the inflow of such capital 
registered in 1954. At the same time, from 1955 onwards 
a sizable outflow of capital was also registered under the 
head of amortization payments on previous investment. In 
other words, whereas between 1950 and 1954 Peru’s bal- 
ance of payments was not affected by any manifest increase 
in disbursements for amortization of capital, in 1955 and 


106 See part 3 of the present section. 


subsequently, such outgoings became a good deal heavier, 


both because amortization payments were higher — in line) 
with the bigger sums of capital invested — and because a\ 


smaller proportion of such payments was reinvested in Peru. 


Even so, the net inflow of capital (i.e., the gross inflow ||) 


less amortization expenditure) was exceptionally large in 
the last few years of the period, owing to the considerable 


and repeated increments in the amount of new capital in- | 
vested. Only in 1958 was a slight contraction in the net)|) 
capital inflow to be noted, although the figure was still ||| 


extremely high. 


However, if attention is now turned to the disbursements | 
for services and interest which exerted pressure on the) 


balance of payments, it will be seen from table 141 that, 
as in the case of amortization payments, the tendency to 
reinvest such funds in Peru seems to have diminished. In 


fact, the services figure, which, between 1951 and 1955, | 


remained at a level not much higher than 20 million dol- 
lars, soared abruptly in 1956 to about 32 million. In 1957 
and 1958 outflows under the head of services and interest 
continued to increase at a rapid rate. 

Hence it can be inferred that in the circumstances in 
which these two components of the external sector (amor- 
tization on the one hand and services and interest on the 


other) are at present developing, the maintenance of Peru’s | 
total capacity to import at the same levels as before would | 
call for a considerable increase in the inflow of new capital. || 
It should be noted that in 1958, while the gross inflow of | 


foreign capital was 18 million dollars higher than in 1956, 


the capacity to import was 26 million dollars lower. Of the | 


44 million dollars representing the difference, 23 million 
were attributable to the increase in disbursements for amor- 
tization and services, and only 21 million to the decline in 
the current value of exports. 


Whatever may be the discernible prospects for the future | 
behaviour of this factor, the fact remains that during the 
period 1950-57 the total capacity to import registered a | 
definitely rising trend, interrupted only in 1953 and 1954. || 
In 1958, as has just been stated, it contracted once again; | 
but even so, the figure for this last year exceeded that | 
recorded in 1950 by 155 million dollars, i.e., about go | 


per cent (see again table 141). 


Table 141 


PERU: CAPACITY TO IMPORT, 1950-58 


(Millions of dollars at current prices) 
ESSE TE PSS IL SL ISAT PEE BE Se TT EL ERT SEY TO ET I SET STS TOA IY 


Gross 


Year pa sie a Cina tite aoe sehgee 
exports cap is ] capita capita interest import 
(1) (2) (3) (4)=(2-3) (5) (6)=1+4)—58 

T950ne tac 193.6 4.5 13.6 — 9.1 9.7 174.8 
LQ5 Lopes yea 252.5 42.3 16.5 25.8 21.6 256.7 
195 2a oe 238.7 69.1 18.8 50.3 20.6 268.4 
19530 eae 222.0 69.5 14.3 55.2 20.5 256.7 
LO SAMS. sims, ce 247.6 45.3 19.6 257) 2205 251-2 
ROSS). bese eae 270.9 7L:0 35.7 35.3 23.1 283.1 
1956 Tm ar 311.4 Tee 45.5 75-7 31.8 355-9 
1957, RE ee 330.0 146.0 52.0 94.0 38.0 386.0 
EOS Oran nce eugene 290.0 139.0 57.0 82.0 42.0 330.0 


SS SIRT RST I ERE LILA BSL TS EE I SE EE AST TTT TD 


SourcEs: Customs Statistics Department (Departamento de Estadistica General de Aduanas), foreign trade 
bulletins; Banco Central de Reserva del Peru, Renta Nacional 1956 (balance of payments) and data supplied 
by the Department of Economic Studies (Departamento de Estudios Econémicos). 


8 Excluding short-term compensatory movements. 
b Provisional. 
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3. The external sector and the internal economy 


The favourable development of Peru’s external setcor de- 
cisively influenced the internal economy in two different 
ways. On the one hand it became the principal dynamic 
element; and, on the other, the increasing capacity to im- 
port which it implied facilitated the maintenance of a high 
investment coefficient, despite the rapid growth of imports 
of consumer and intermediate goods. 

At the end of 1949 Peru reverted to the free exchange 
and foreign trade system which had been temporarily sus- 
pended in previous years. The structure of the new system 
was based on two foreign exchange markets, one for certif- 
icates (mercado de certificados de divisas) and the other 
for drafts (mercado de giros). Both markets have a fluc- 
tuating exchange rate determined by the foreign exchange 
supply and demand situation, although on many occasions 
the Banco de Reserva has intervened to stabilize the rates 
in question. The mercado de certificados covets most im- 
ports and exports, as well as freight, servicing of foreign 
investment and specific operations relating to invisible items. 
The imports and exports concerned are those effected a- 
gainst dollars and pounds sterling. Those covered in other 
currencies (under ro per cent of the whole) are handled 
on the mercado de giros, like movements of capital and 
other invisibles. When pounds sterling and dollars are 
involved, exporters are required to surrender the foreign 
exchange in question to the Banco Central de Reserva in 
return for a certificate negotiated through a bank. The use 
of the mercado de certificados by importers is optional, inas- 
much as they can buy the foreign exchange they need on 
the mercado de giros, where quotations are normally a 
little higher than on the certificates market. Consequently, 
no exchange control exists in Peru, for although exporters 
have to apply for an export license, the sole purpose of 
this is to enable the department concerned to pronounce 
as to whether the exports under consideration affect do- 
mestic market supplies. 

Except for the vicissitudes registered in 1950 and 1953, 
this system of free exchange and free imports seems to 
have favoured the inflow of capital previously referred to, 
which, in conjunction with the development of the terms 
of trade, allowed imports to increase more intensively than 
exports, thereby determining a persistent excess of external 
purchases over sales abroad. At the same time, the course 
followed by prices and external demand considerably stim- 
ulated internal economic activity. This external stimulus 
operated mainly through the sectors connected with the 
export trade. The total current value of exports represent- 
ed, in fact, 20 per cent of the gross product, which meant 
that an improvement in the value of exports of the mag- 
nitude mentioned above significantly influenced the income 
of the factors employed in the export sector (profits, re- 
munerations, etc.). And the rise in income spread to the 
rest of the economy through the increase in these factors’ 
expenditure. It is true that a considerable proportion of this 
increment in expenditure represented a reversion of income 
to external markets through Peru’s heavier imports, but 
part of it was channelled towards domestic production. 
This was one of the ways in which the improvement in the 
external sector affected economic activity. Again, the ex- 
pansion of the capacity to import, resulting from the in- 
crease in the current value of exports and the inflow of 
capital, enabled the greater demand for foreign consumer 
goods to be satisfied without any very sefious adverse 


effects on purchases of raw materials and capital goods. 
Nevertheless, this gave rise to a special composition of im- 
ports, the significance of which will be analysed later.1°7 

The other channel through which the improvement in 
the export trade flowed towards the internal economy was 
constituted by the public sector. Normally this sector ap- 
propriates the increment in the value of external sales 
through export duties, thus permitting an expansion of 
public expenditure, and, consequently, of total demand. But 
in Peru export duties account for an extremely low pro- 
portion both of total tax revenue and of gross income. What 
is more, their share in total tax revenue gradually declined 
from 31 per cent in 1950 to 15 per cent in 1957, and 
their contribution to gross income from 3 per cent to little 
more than x per cent over the same period. These figures 
clearly show that to all intents and purposes the improve- 
ment in the external sector spread to the internal economy 
solely through the export sector, which benefited by almost 
the whole of the improvement in question. Moreover, ex- 
cept in the last few years of the period, which witnessed 
a rapid increase in Government outlays, these latter were 
fairly modest in relation to total expenditure. Again, in 
the years when the external value of sales abroad declined, 
as In 1952 and 1953 and more recently in 1958, Peru’s 
currency unit was devaluated in relation to foreign ex- 
change, so that the domestic currency earnings of the export 
sector still went on increasing, except in 1952 (see table 
142). This rise in domestic currency receipts obviously af- 
forded no stimulus to the rest of the economy, since with 
devaluation the price and the total value of imports in- 
creased. In the last analysis, the devaluations which ac- 
companied the fall in dollar export earnings implied an 
internal redistribution of gross income, mainly to the benefit 
of the export sector. 

The foregoing considerations are an incontrovertible in- 
dication of the powerful incentive given to the export 
sector in 1950-57. The mining sector reacted to this stim- 
ulus with considerable rapidity, expanding its production 
up to 1956. In fact, the level of total mining output rose 
between 1950 and 1956 by about 48 per cent, only to 
decline in 1957 and especially in 1958, as a result of the 
falling-off in external demand. The response of the agri- 
cultural sector, on the other hand, showed less elasticity, 
particularly in such lines of production as wool, cotton and 
sugar. 


107 See part 5 of the present section. 


Table 142 


PERU: EXPORT EARNINGS IN DOMESTIC 
CURRENCY AND DOLLARS 


(Percentage variation in relation to preceding year) 


Year In dollars In soles 
LO5 OW caer +25 +37 
TOS eee se ee +30 +32 
O52 Raeewer bale — 6 — 3 
OSB dh a So 25-e = ap 2 
TO 54a Ra oe Se +12 +28 
1955 re +9 apa 
T.0 5G etal. see oe +15 +15 
TO Sy ree + 6 + 6 
TOS Orang dae —I2 + 8 


SourcE: Banco Central de Reserva del Per#, monthly bulletins. 
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4. Shane of the external sector in gross income and 
available goods and services 


One way of measuring the share of Peru’s external sector 
in the development of the economy during the period 
1950-58 is to quantify the terms-of-trade effect and the inflow 
of foreign capital, and then relate these two items to 
gross income and available goods and services. To calcu- 
late gross income, of course, the value of the gross product 
is adjusted on the basis of the fluctuations in the terms of 
trade, while the sum of available goods and services is 
given by adjustment of the figures for the gross product 
in accordance with the balance on the international current 
account. Thus, if this balance is divided into two parts, 
one financed with the profits deriving from the improve- 
ment in the terms of trade and the other with movements 
of capital, the adjustment of the gross product by the first 
part will be equivalent to gross income, and the adjust- 
ment of this latter by the second part will give the sum 
of available goods and services. All this is reflected in 
table 143. 

It can be seen that in 1950-52 and in 1957 gross in- 
come exceeded the gross product, thanks to an improve- 
ment in the terms of trade in relation to 1955. In other 
words, in the years mentioned the terms of trade financed 
an excess of imports over exports, which was exceptionally 
large in 1951. Conversely, in four other years — 1953-54, 
1956 and 1958 — gross income fell below the product, 
owing to a deterioration in the terms of trade which was 
particularly marked in 1958. This meant that the country 
had to earmark an equivalent export value to cover terms- 
of-trade losses in relation to 1955.1. 

That part of the trade balance which was covered with 
movements of capital, and which must be added to gross 
income in order to quantify available goods and services, 
was the larger during the period 1950-58 as a whole. 


108 It must be noted that the gains or losses mentioned here 
are expressed in relation to the 1955 level of the terms of trade. 
As in 1955 these terms could still be regarded as favourable to 
Peru, especially in so far as they were determined by high export 
prices, the figures for 1953, 1954 and 1956 must not be taken 
as intrinsically unfavourable. 


As was shown in table 143, only in 1954 did the country )/ 


need excess exports to cover a net outflow on the capital! 
account, in addition to the small export surplus required! 
to finance a deterioration in the terms of trade. Thus, only’ 
in that year did total available goods and services fail to 
match either gross income or the gross product. In 1957, 
and 1958, on the other hand, while the country was not 
obliged to make an additional export effort to cover neg- 
ative balances on the capital account, it was compelled to) 


reduce its external assets or increase its liabilities, because 
imports exceeded exports by an exceptionally large amount 
in those years. Thus, the inflow of long-term capital, con- 
siderable as it was, did not suffice to compensate the deficit 
on current account in the balance of payments. Conse- 
quently, monetary reserves wete depleted by over 30 mil- 
lion dollars in 1957, and again in 1958 by about 5 million. 
On the other hand, in all the other years covered by the 
table, the net inflow of capital virtually financed excess 


imports, which expanded the available supply of goods and | 


services in equal measure. In many years this import sur- 
plus was large enough to fluctuate around 3 per cent of 
the gross product. Hence the following conclusion may be 
drawn. The balance on the international current account 
covered in the way described was one of the main factors 


enabling a rapid increase in aggregate consumption to_ 


accompany the rise in income, without adverse effects on 
the high level of the investment coefficient in Peru. 


5. The composition of imports 


Between 1950 and 1958 the quantum of imports increased 
by 66 per cent. This figure alone bears eloquent witness 


to the spectacular development of Peru’s purchases abroad. | 
Of course, their expansion was not entirely uniform or | 


regular throughout the whole length of the period. In 1952 
the quantum contracted slightly, although this was almost 


entirely a reflection of the high 1951 figures, for which | 


the modifications introduced in the exchange and imports 
system at the end of 1949 had still been partly responsible. 


A further reduction of imports was recorded in 1954, as 


the result of the balance-of-payments difficulties which had 
arisen in 1953 and the slower growth of the product and 


Table 143 


PERU: GROSS PRODUCT AND INCOME AND AVAILABLE GOODS AND SERVICES 


(Millions of soles at 1955 prices) 


Trade balance 


Year es pe ey 

effect 
LOS Ole rns 24477 181 
TG Sree 8 26 422 TLS 
TOS2aeE ee 5) BPS] 179 
1OSSwo ee. 8 29 629 — 314 
OGY) 5 4 A 6 30950 — 19 
TEES). «0 & 6 6 32 048 — 
1956 see 32904 — 52 
1957)... . -33 897 14 
E958)» a 5) 33.325 — 633 


Trade balance 


ee Available 
ee - bare niepe so0gs 

of nes Services 
24 658 379 25 037 
27579 819 28 398 
28 506 912 29 418 
29 315 825 30 140 
30 931 — 302 30 629 
32 048 346 32 394 
32 852 640 33 492 
33 OI 917 34 828 
32 692 I 267 33.959 


EEE LET TT PRE 2 SNES BEES LE EE RE STE IA SS ES SSS FE SI IN PRES OEE 


Sources: For 1950-55: The industrial development of Peru, E/CN.12/493; for subsequent years: data based 
on information supplied by the Banco Central de Reserva del Peru and on official trade statistics. 

® Excess of imports covered by the favourable terms-of-trade effect (+). Excess of imports to cover losses 
deriving from the terms-of-trade effect (—), in relation to 1955. 


Long-term capital movements, etc. 
¢ Provisional. 
d Estimates. 
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Table 144 
PERU: COMPOSITION OF IMPORTS, 1950-58 
(Millions of dollars at 1955 prices) 


1950 1951 1952 1953 1954 1955 1956 1957 1958 

t. Non-durable consumer 
O0dS a eee 42.2 53.0 57-5 48.2 48.1 56.9 63.4 aap 66.3 
2. Durable consumer bods 11.5 AD 19.8 21.1 12.6 21.8 29.1 30.5 26.2 
Bobuelsmeeme, Gl: 3.6 5.6 4.4 4.5 6.0 9.3 11.6 13.8 10.6 


4. Raw materials gia in- 

termediate goods (metal 

PLOGUCES) meen eas bint 10.9 AR TIES 14.3 De 16.2 14.6 
5. Raw materials and in- 

termediate goods (other 


PLOCUCES)) =e meen ee 47-5 54.8 59.9 65.7 66.9 76.0 S2k7/ 89.3 84.7 
6. Construction materials . 9.7 16.2 16.4 22.9 17-5 20.7 23.5 21.2 16.9 
7. Materials, equipment and 

tools for agriculture. . 9.3 Py] T5-x 15.9 10.8 Be 1303 16.8 13.4 


8. Materials, equipment and 

tools for industry and 

other activities . . . 36.9 55-4 65.7 74.4 54.6 63.3 80.9 87.8 66.3 
9. Materials, equipment ae 

tools for transport and 


communications... . 27.1 46.0 26.7 29.9 24.4 21.9 29.6 33.3 24.7 
ro. Miscellaneous. . .. . 0.9 1.3 1.5 1.6 La 1.9 2.5 2.6 2.3 
diotal ne, Vn eT O64 281.2 277.8 296.5 254.5 299.4 354.3 388.6 325.7 


Source: Official foreign trade statistics. 
8 Including wheat imports. 


| gross income in the year 1954 itself. Finally, in 1958, a All categories of goods participated in this expansion, 
third downward movement was registered, this time under although of course in varying quantities. Only transport 
the influence of a decline in the gross product and of material and equipment showed a trend towards stagnation 
another, still more marked, in income, as well as of the and even decline. As regards the size of the increments, 
considerable balance-of-payments tensions in 1957, in con- fuels came first on the list, followed by durable consumer 
_ sequence of which protectionist measures were adopted dur- goods, raw materials other than metals (including wheat) 

ing 1958. In the other years of the period 1950-58, imports and metal raw materials. Increases on a somewhat smaller 
_ showed a manifestly rising trend, culminating in the ex- scale were observable in equipment for industrial and other 

ceptional figure attained in 1957, which was practically purposes, construction materials and non-durable consumer 
twice as high as the 1950 level (see table 144). goods. 

Table 145 


PERU: COMPOSITION OF IMPORTS? 


(Percentages of total) 


1950 1951 1952 1953 1954 1955 1956 1957 1958 
Consumer goods... . 27.4 27.8 27.8 23.4 23.8 26.3 26.1 27.6 28.4 
Non-durable consumer goods 2125 18.8 20.7 16.3 18.9 19.0 17.9 19.8 20.4 
Durable consumer goods. . 5.9 9.0 F/eis 70 4.9 73 8.2 7.8 8.0 
[EGR = A gies Nae See ee 1.8 2.0 1.6 Tas 2.4 Eye 3.3 3.6 Be 
Raw materials and intermedi- 
BE ROO ee 28.1 23.4 25.5 26.3 31.2 30.2 28.3 27.2 30.5 
MetalssproductSe a): 3.9 3.9 3.9 4.1 4.9 4.8 5.0 4.2 4.5 
Non-metal products? . . . 24.2 19.5 21.6 22.2 26.3, 25.4 23.3 23.0 26.0 
Capital goods . . . Ase 42.2 40.4 44.6 48.3 42,2 39.7 41.6 41.0 37.2 
Construction materials . . 4.9 5.8 5-9 7:7 6.9 6.9 6.6 5.5 5.2 
Agricultural machinery and 
equipment. . . 4-7 45 5-4 5-4 4.2 4.4 3.8 4.3 4.1 
Machinery for industry and 
other activities . . 18.8 19.7 23.7 25.1 21.5 21.1 22.8 22.6 20.4 
Equipment and material for 
transport and communi- 
CAUIONSS nee os cee 13.8 16.4 9.6 10.1 9.6 73s 8.4 8.6 75 
Miscellaneous... .... 0.5 0.4 0.5 0.5 0.4 0.7 0.7 0.6 0.6 


Source: Official foreign trade statistics. 
® Valued at constant 1955 prices. 
> Including wheat, as raw material for the milling industry. 
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These differing rates of expansion led to a change in the 
proportions of total imports represented by the above-men- 
tioned categories of goods. A comparison of the first and 
last years of the period under review will show that capital 
goods, in the aggregate, lost some of their relative im- 
portance in total external purchases, while the share of raw 
materials, fuels and durable consumer goods increased (see 
table 145). 

The changes in the composition of imports are expres- 
sed, as can be seen in tables 144 and 145, in constant 
values. If, on the contrary, they were measured in terms 
of current values, the share of capital goods would show 
an increase, because it was the relative prices of these 
latter that reached the highest level in the closing years of 
the period. This would imply, not a larger contribution in 
real terms to capital formation, but a greater financial 
effort to achieve it. At the same time, if the proportion 
corresponding to capital goods had been kept at the same 
level as at the beginning of the period, more resources 
would have had to be earmarked for imports. 

In addition, it must be borne in mind that if wheat were 
included among non-durable consumer goods this group 
would register one of the largest increments, and conse- 
quently would represent a bigger proportion of total im- 
ports. In 1949, foodstuffs, including wheat, accounted for 
13 per cent of Peru’s purchases abroad. In 1950, as a result 
of the new import régime, this proportion rose abruptly to 
19 per cent, only to lapse again in the following year to its 
1949 figure of 13 per cent. Thenceforward, the proportion 
of total imports represented by foodstuffs climbed gradually 
up to the 17 per cent reached in 1958. In absolute values, 
imports of foodstuffs — mainly wheat, butter, meat and 
various kinds of processed milk — can be seen to have in- 
creased more rapidly than domestic production of the same 
goods and even than gross income. 

While it is true that imports of foodstuffs and beverages, 
especially after 1949, included substantial quantities of 
luxury goods, essential foodstuffs for the bulk of the pop- 
ulation represented an exceptionally high proportion of the 
total, and it was precisely these that registered a rapid 
rate of growth. Thus, for example, imported wheat, which 
in 1945-50 accounted for 65 per cent of Peru’s total sup- 
plies, represented as much as 70 per cent by 1957. In the 
case of butter, the corresponding figures were 22 and 50 
per cent, respectively, and in that of meat, 7 and 10 per 
cent. Only for pork lard did the proportion in question 
remain unchanged in the two periods, at 90 per cent; but 
even so, in view of the increment in consumption, imports 
increased considerably in absolute terms. 

If to this expansion is added that of durable consumer 
goods, it will be seen that the growth of total imports of 
all types of consumer goods outstripped not only that 
of capital goods imports, but even that of the gross product. 
In fact, external purchases of consumer goods rose by 66 
per cent between 1950 and 1958, while the gross product 
did so by 37 per cent. 


6. Problems deriving from the external sector 


As has previously been shown, the substantial development 
of the capacity to import (volume of exports, terms of 
trade and inflow of capital) not only stimulated internal 
economic activity, but was also the factor to which it was 
mainly due that available goods and services (i.e., con- 
sumption and investment) easily surpassed the possibilities 
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of the gross product, though this too was following a 
decided upward trend during the period under study. 
However, stress has also been laid on the fact that in 
recent years various circumstances have tended to exert an 


unfavourable influence on the capacity to import. Out: || 
standing among these adverse factors are the exceptional |) 


figures currently registered for the stock of foreign capital 
invested in Peru and the larger outflow of foreign exchange 
under the head of amortization and services, not only 


because of the growth of this capital in absolute terms | 


but owing to a perceptible falling-off in the propensity 
to reinvest such amortization and services payments within 
Peru. If in addition the weakening of demand and external 
prices observable since mid-1957 is taken into account, it 
can clearly be seen that of late the capacity to import has 
begun to display symptoms of a bottleneck in relation to 
the increasing import requirements to which the nature 
of Peru’s economic development will give rise in the im- 
mediate future. 

On the other hand, the elasticity of demand for imported 
consumer goods has been extremely high, if the per capita 
growth of imports in this category is related to that of 
consumption. In 1948-55 the elasticity in question was 
about 2.0, which is tantamount to saying that every in- 
crement in total consumption would entail an increase 


almost twice as large in demand for imported goods of © 
this type. Given but little prospect of a continuance of | 


the former large-scale expansion of the capacity to import, 


an ever-growing proportion of this latter would ultimately | 


be absorbed by such an increase in demand for imports of 
consumer goods. This would mean that imports of capital 
goods not only represented a decreasing proportion of 


ageregate imports, as happened in 1950-58, but actually | 


declined in absolute terms; and such an adverse change 
in the structure of imports would affect the possibilities 
of keeping the investment coefficient at the high levels 
recorded. 

It should be added here that the changes which have 
taken place in the structure of imports bear witness to 
the relative lack of diversification of domestic production 
involved in the rapid growth of the economy, based as 
this was substantially on the development of the external 
sector. The rise in the import coefficient; the increase in 
imports of consumer goods, such as basic foodstuffs and 
durables, for which domestic production capacity already 
existed; the high rate of growth of imports of construction 
material, for many of which production capacity was also 
available in the Peruvian economy: — all these are among 
the facts which clearly indicate that the development of 
domestic production failed to take full advantage of the 
increase in demand for such goods. In other words, priority 
was given, not to facilities for a greater diversification of 
production, with more intensive expansion in respect of 
certain goods — foodstuffs and industrial products —, but 
to such imports as served to satisfy the additional demand 
in question. 

A comparison of these conclusions with short- and me- 
dium-term prospects for the capacity to import will show 
that the stagnation or slow growth of the latter would 
in practice affect the possibilities of achieving rates of 
growth for consumption and investment even similar to 
those attained in 1950-57 — providing, of course, that 
the pattern and characteristics of economic development 
noted during that period remained unchanged. 


III. SUPPLY, DEMAND AND STABILITY 


1. Evolution of prices 


With respect to internal prices, the case of Peru is of great 
interest within Latin America. Except during the period 
1945-51, the annual price increase up to 1958 may be 
regarded as moderate, especially in comparison with that 
registered in many other Latin American countries. Ne- 
vertheless, even though from 1950 onwards Peru enjoyed 
an extremely free and open exchange system and foreign 
trade régime, as well as a rapid expansion of income and 
the capacity to import and a fairly low global tax rate 
(10 per cent), the relative stability of prices cannot be 
compared with that achieved in the same period by Cuba 
and Venezuela, countries with similar exchange and foreign 
trade systems. 

From 1945 to 1951 inclusive, the over-all level of 
wholesale prices rose at a rapid rate, climbing from the 
index figure of 100 in the first of the years cited to 369 
in 1951. The increases recorded in 1947, 1949 and 1950 
were particularly intensive. In these years there was a 
combined upward movement in prices for domestically- 
produced, imported and exportable goods. In 1946 it was 
domestic and export prices that did most to force up 
the over-all level. In 1947 a corresponding influence was 
exerted by prices for domestically-produced goods and 
for imports. In subsequent years, up to and including 
1950, export and import prices were those mainly respon- 
sible for the rise in the over-all level, and in 1951 the 
determining factor was constituted by export prices (see 
table 146). 

The period of relative stability referred to above began 
in 1952 with a slight fall in the over-all level, the decisive 
influence in that direction being exerted by the decline 
in the internal price of exports. Thenceforward the over- 
all increases registered in the index were moderate, ranging 
from 5 to 8 per cent, except in 1954 and 1958, when 
they reached 10 and 12 per cent respectively. In both 
cases the effect of export prices was powerful, although 
in 1958 it was import prices that did most to promote the 
upward movement (see again table 146). 


Table 146 


PERU: INDEX OF WHOLESALE PRICES 


(December 1945 = 100) 
| gee SSSA CE TT ET LE TE 
| Domestically- 


ver-all Goods for Imported 
Destine) tie bat sta export goods 
ee eB Ee es 
1946 II9.2 123.2 132.5 112.5 
1947 166.5 180.4 144.1 170.6 
1948 195.9 200.1 190.4 200.5 
1949 273.8 260.2 290.8 279.9 
1950 323.1 297.8 407.9 318.0 
1951 369.0 293.0 592.3 355-4 
1952 359.1 306.6 387.6 332.0 
1953 384.3 323.1 468.0 354.9 
1954 424.1 375-4 562.1 383.5 
1955 446.4 406.5 559.6 412.4 
1956 481.4 428.3 686.0 413.5 
1957 500.0 466.3 597.8 412.8 
1958 566.4 502.6 669.6 512.9 
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Sources: National Statistics and Census Department (Direccién Naciona 
de Estadistica y Censos), Boletin de Estadistica Peruana; and Boletin del 
Banco Central de Reserva del Peru. 


It must be borne in mind that the statistical data on 
the prices of the various goods included in table 146 
afford only a very imperfect indication of the movements 
of each price category. In fact, export and import prices 
measured in terms of domestic currency were affected not 
only by external prices in dollars, but also by the changing 
course of foreign currencies. Similarly, import prices were 
influenced, especially in 1945-49, by the shortage of im- 
ported goods resulting from the exchange and import 
controls in force during those years. Again, prices for 
domestically-produced goods were both directly and in- 
directly affected by export and import prices through raw 
material inputs obtained from the external sector, as well 
as by other production cost items. 


2. The period 1945-51 


A series of factors apparently combined to determine the 
rise in prices. Broadly speaking, these factors operated 
through excess demand only in certain years, and cost 
increases almost throughout the period. In 1946, when 
the war came to an end and with it the external difficulties 
hampering the supply of capital goods, Peru made a 
tremendous effort to replace and expand its production 
equipment, raising the gross investment coefficient (in 
real terms) from 13 to 25 per cent. In absolute figures, 
the increase in such investment amounted to go per cent. 
Although complete data are not available as to the share 
in gross investment of each sector — private enterprise, 
the Government and family units —, available figures show 
that about 90 per cent was represented by investment on 
the part of private enterprise. Since, on the other hand, 
undistributed profits and amortization reserves were in- 
sufficient to finance investment on so large a scale, in the 
years in question pressure was presumably exerted on the 
savings supply; or, in other words, the sectors concerned 
began to compete for a bigger share in the use of Peru’s 
real resources. It is common knowledge that this is con- 
ducive to an over-all pressure of demand, whose effects 
on prices are mitigated only in so far as production 
responds with elasticity. 

In the years 1948, 1949 and 1950, when the gross 
investment coefficient was kept within prudent limits, com- 
petition for the use of resources seems to have derived 
from the fiscal deficit. In those years the Government 
appropriated a growing share in such resources through 
deficitary expenditure. In 1951, the investment coefficient 
again rose considerably; but on this occasion substantial 
saving on the part of the public sector was available 
to finance it, as well as a sizable inflow of capital, which 
meant that it was possible to cover heavy excess imports 
without major balance-of-payments tensions. 

The monetary requirements of the economy in general, 
and of the private sector in particular, seem to have called 
forth a reasonably flexible response on the part of the 
banking system. In 1945-47, these requirements were sat- 
isfied by means of a reduction of bank liquidity (relation 
between current deposits and cash holdings) and increases 
in loans from the central bank to the commercial banks. 
After 1947, the steady upward trend in international mo- 
netary reserves gave rise to an expansion of the banks’ 
cash holdings, which not only enabled the liquidity in 
question to be restored but also allowed more loans to be 
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granted to the private sector. In fact, after 17 years during 
which the legal regulations as to minimum cash holdings 
had remained unchanged (15 per cent of sigth deposits 
and 6 per cent of savings and time deposits), in July 
1949 supplementary rates of 50 per cent and 25 per cent 
were established for new deposits of each of these types, 
and furthermore, basic requirements were raised to 17 pet 
cent and 8 per cent, respectively. This protection of bank 
liquidity was kept up only until March 1950, when the 
supplementary requirements were abolished; they were 
reintroduced, however, in 1951. 

Alongside the relative pressure of demand described 
above, imports remained stable between 1947 and 1950 
and, up to a point, were held in check by exchange and 
administrative restrictions. Moreover, their composition 
seems to have been adjusted to the interests of capital 
formation and current economic activity rather than to 
consumer requirements. This can be readily grasped if 
it is recalled how greatly imports expanded in 1950 and 
1951, after the exchange reform, and how radical was 
the accompanying change in their composition. 

An economy like that of Peru, where production is but 
little diversified, needs to import a wide range of goods 
to satisfy domestic consumption. If a series of such import 
items is in short supply, the inadequacy or total lack of 
domestic production of the articles concerned fosters the 
emergence of sectoral demand pressures which force up 
the prices of a given category of goods. Expansionist pres- 
sures of this kind seem to have made themselves felt 
between 1945 and 1950, because the structure of total 
supply — production plus imports — was not properly 
adjusted to the pattern of demand. Thus, the price increases 
registered in 1947-49 may be regarded as partly linked 
to the sectoral demand pressures in question. 

Nevertheless, many of the expansionist influences in 
operation during the period under review derived from 
increases in costs, through the devaluations which took 
place in the years between 1947 and 1950, and through 
the rise in wages and in indirect taxation. In 1947, in 
addition to the official rate of 6.50 soles to the dollar 
which had been in force since 1941, a free market was 
established, on which the average quotation in that year 
was 12.54 soles to the dollar. It has not been possible 
to determine the average rate applied to imports, but in 
any case it can safely be asserted that this innovation 
implied a significant devaluation, which raised the price 
of imported goods. In 1948 the free exchange rate re- 
mained approximately stable, but in 1949 it climbed to 
18.19 soles to the dollar. In 1950, as a result of the 
exchange reform introduced at the end of 1949, a single 
exchange rate (15.43 soles to the dollar) was in force. 
While this quotation was lower than the 1949 free rate, 
it implied, as far as import prices were concerned, a 
further devaluation. Under the previous system, only a part 
of the transactions effected had been handled on the free 
market, and all the rest had been negotiated on the official 
market at the rate of 6.50 soles to the dollar. In 1950, on 
the other hand, all international transactions passed through 
the mercado de certificados or the mercado de giros.1® 
In brief, a considerable proportion of the expansionist 
influences observable between 1947 and 1950 derived from 
the increase in import prices measured in terms of domestic 
currency. 


109 See the explanation given in section II above. 
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In the years cited, increases in indirect tax rates were! 
also registered, especially in respect of import duties, when 
the import system was altered at the end of 1949. 

The rapid rise in the cost of living which took place in 
many years of the period under review, meant that wage; 
increases were granted which, of course, affected produc-| 
tion costs. And in so far as wage increases of this kind are} 
not accompanied by proportional improvements in produc- 
tivity, they also influence price levels. Only if they are as- 
sociated, in default of an improvement in productivity, 
with an effective redistribution of real income in favour 
of the wage-earning sector —i. e., a reduction of the: 
share of profits and of the Government in total income—: 
can their indirect effects on costs be wholly or partly, 
counteracted. This does not seem to have happened in 
Peru, since there was no change in income distribution) 
in the direction described. On the other hand, the in-} 
crement in productivity which may be assumed to have: 
taken place in this period did partly offset the impact of | 
wages on the cost of living. 


3. The period 1952-58 


The pressure of demand made itself felt to some extent. 
in this period too, but without, on the whole, determining | 
any considerable price increases. The rate of investment. 
in relation to the gross product remained in most years. 
above its 1945-50 level. However, this high rate cannot 
in itself be regarded as a precise indication of the pres- 
ence or absence of pressure of demand, if it was possible 
to finance the investment concerned by non-inflationary 
methods. 

Table 147 brings to light certain facts which are per- 
tinent in this context. Except in 1956, the rate of private 
investment, measured in terms of current values, tended 
to remain unchanged throughout the period, whereas from 


1952 onwards the rate of public investment rose. In other 


words, while private investment represented in effect a 


more or less uniform or constant proportion of the gross | 


product, the share of public investment increased after 
1952, except in the year 1954. Again, private saving was 


not only maintained at a high and fairly uniform level, but | 
in some years —1954 and 1955— exceeded the sector’s | 


rate of investment. Saving on the part of the public sec- 
tor, on the contrary, besides fluctuating sharply and being 
negative in 1957 and 1958, proved entirely inadequate to 
finance official investment. These circumstances would seem 
to indicate competition between the two sectors for the real 


resources available in each year. But the persistent excess | 


of imports, which was of considerable magnitude and was | 


financed with external savings (imported capital), served 


to mitigate the effects of this competition by providing | 


surplus resources from abroad. 

The significance of the foregoing data can be better 
gtasped if consideration is given to the demand and sup- 
ply situation in respect of saving, a distinction being drawn 
on the supply side between personal saving (disposable 
income less consumer expenditure) and saving by enter- 
prises (depreciation reserves and undistributed profits), 


and on the demand side between demand deriving from 


private investment, from the Government deficit (excess 
of public investment over saving by the public sector) 
and from the balance-of-payments position on current ac- 
count (see table 148). 

The private sector's demand for savings, despite fluc- 


Table 147 


PERU: SOURCES OF FINANCING OF GROSS INVESTMENT 


(Percentage of gross product at current values) 
a 


1950 1952 1953 
Total gross investment . . . 21.1 28.1 26.9 
Private investment... . 18.8 24.2 22.3 
Public investment . .. . 23 3.9 4.6 
Genancing. . ....... 21.1 28.1 26.9 
Privatelsavin caer ree 21.8 22.8 2272 
Public saving® . EL — 1.1 2.4 resi 
Balance-of-payments current 
account position’. . . . 0.4 2.9 3.6 


1953 1954 1955 1956 19578 1958» 
26.3 24.8 28.5 29.5 27.7 26.9 
212 OvGie 21.9 24.0 22.6 21.9 
5.1 207 6.6 5.5 5.1 5.0 
26.3 24.8 28.5 29.5 277] 26.9 
21.0 ABD) 2308 23.4 22 21.4 
0.2 0.7 2 0.1 — 0.5 — 1.9 
5.1 0.9 257, 6.0 7.0 7.4 


IS SS SR SS a SS ES SSR DIS SS SS SS ES 
Sources: For 1950-56: Banco Central de Reserva del Peru, Renta Naciongl del Pert, 1942-1956; for 1957 and 


1958: estimates prepared by the same institution. 
&@ Provisional. 
b Estimates. 
¢ A (—) sign indicates that current expenditure exceeded current income. 


4 Positive values indicate that imports exceeded exports of goods and services. 


tuations from year to year, kept in the main to a level 
corresponding to about 23 or 24 per cent of private in- 
come. In contrast, the Government deficit —the financing 
of which of course entails some pressure of demand on 
ptivate saving’?°— increased its share in private income 
from about 4 per cent in 1952 to nearly 8 per cent in 
1958. The balance-of-payments position on current account, 
with the considerable and growing import surplus, tended 
to afford appreciable relief of the pressure exerted on 
Ptivate saving, in particular, by demand on the part of 
the public sector. But this is not the end of the matter. 
A study of the private savings supply, as shown in table 
148 above, reveals that while enterprises increased their 
gross saving, especially through depreciation funds, con- 
sumers or family units embarked in 1953 upon a process 
lof increasingly intensive dissaving (excess of expenditure 
over disposable income). Thus, the behaviour pattern of 
both family units and the public sector with respect to 
saving —or its opposite, expenditure— was such that a 
considerable pressure of demand would have been created, 
but for the relief signified by the growing contribution 


| 


110 Either by means of borrowing from the public or through 
‘the expansion of bank credit. 


of the import surplus. In other words, whatever excess 
demand may have existed during the period was chiefly 
attributable to the recurrent increments in consumer and 
Government expenditure. This can be seen most clearly 
during the last three years of the period under review, 
i. €., in 1956, 1957 and 1958 (see again table 148). 

Meanwhile, monetary and credit policy was somewhat 
passive in certain years, despite the changes in minimum 
cash requirements introduced in 1952, 1953, 1954 and, 
more recently, in 1958, when they do really seem to have 
combined with other factors to impose some effective re- 
straint on loans to the private sector. However, everything 
seems to suggest that the expansion of the money supply 
placed at the disposal of the private sector originated pri- 
marily in loans for the financing of current operations, 
and only secondarily in investment by the sector in ques- 
tion. This would account for the bank system’s having 
enabled the entrepreneurial sector to finance in increasing 
measure the excess of consumption over disposable income 
in the consumer sector. Such at any rate seems to have 
been the case from 1953 to 1957. 

Between 1952 and 1958 the mechanism for this expan- 
sion of credit was mainly linked to the resources placed 
by the bank system at the disposal of the Government. 


Table 148 


PERU: SUPPLY AND DEMAND IN RESPECT OF PRIVATE SAVING 
(Percentage of private income at current values) 


1950 1952 1953 1953 1954 1955 1956 19578 1958» 

WO emanienca nk. he al eA 22.8 24.0 24.0 217 24.2 24.3 24.6 24.1 24.0 

Private investment®. ... 19.7 25.4 24.1 21.9 22.0 23.0 25.2 25.4 24.5 

Government deficit? .. . B55 itey/ Ba7, 5.1 3.2 is 5:7 6.6 7.8 
Balance-of-payments current 

account position . — 0.4 — 3.1 — 3.8 — 53 — 1.0 — 2.8 — 63 — 7.9 — 83 

VAD LET 58 Bac tyme Oe Ce 22.8 24.0 24.0 Meg) 24.2 24.3 24.6 24.1 24.0 

Personal saving® . ae. — 0.5 — 0.2 1.3 — 2.3 — 2.7 — 3.5 — 5.4 — Be a 

Saving by enterprises . . 23.3 24.2 ONG] 24.0 26.9 27.8 30.0 29.4 29.1 


SR LET I SSE SS SILI ED OLS PIE I TLL LT LL LLC ELL ALOE 


Sources: As for table 147. 

a Provisional. 

» Estimates. ; : 

¢ Including changes in inventories. 


4 A (+) sign indicates that investment exceeded saving, public saving being taken as the amount by which current income exceeds current expenditure. 
e Since this item is obtained residually, personal seine Bestes contain a margin of error greater than should be attributed to other items estimated on the 
i or 


basis of direct research. But, in any event, they a 
f Gross saving. 


clear evidence of a growing trend towards dissaving in recent years. 
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In fact, if consideration is given to the two sources of 
the primary money supply —changes in external assets on 
the one hand and loans to the Government on the other—, 
it will be seen that the former was of some importance 
only in 1954 and 1956, since in 1952-53 and 1957-58 its 
contribution to supply was actually negative (see table 
149). Loans to the Government, on the other hand, be- 
sides increasing throughout the period except in 1954 
and 1955, attained exceptionally high figures in 1957 and 
1958. 

Although loans from the Banco Central de Reserva to 
the commercial banks tended in some years to restrict the 
primary money supply, the means of payment increased 
steadily, and, on some occasions, as in 1956 and 1958, to 
a considerable extent. Hence there were times (in 1952 
and 1954-56) when the bank system’s gross cash avail- 
abilities contracted as a result of the interaction of these 
items. Nevertheless, either owing to replacement of the 
banks’ cash assets by vittue of a reduction in withdrawals, 
or through a loss of liquidity on the part of the bank 
system, loans to the private sector went on steadily ex- 
panding, except, as stated above, in 1958. 

In any event, such pressure of demand as may have 
existed in some years of the period under study, while 
confronted with a certain rigidity of domestic production 
of many consumer goods, including foodstuffs, was afford- 
ed a safety-valve by the flexibility of imports, which added 
to the goods and services available for the internal econ- 
omy in the measure already described. But this easing of 
pressure on the internal supply was valid not only in an 
absolute sense, that is, with respect to equalization of the 
volumes of supply and demand, but also as regards the 
correlation of their respective structures. Here mention 
may once again be made of the change in the composition 
of imports after 1950 and the gradual but substantial in- 
crease in the share of consumer goods. Thus, if in 1945-50 
the existing maladjustments between the structure of sup- 
ply and the pattern of demand had been to some extent 


Table 149 


PERU: MONETARY SITUATION 
(Millions of soles) | 


eee 1931 1932 1933 
1. External assets . ee + 54 — 44 — 42 
2. Loans from central bank to 

Government Bag + 79 +281 +254 
3. Primary money supply (1 

+2) yaar +133 +237 +212 
4. Means of payment... . +443 +320 +366 
5. Advances by central bank 

to commercial banks . — 5 + 60 +234 
6. Cash availabilities for the 

banking system (3 + 5 

A) Reo Meee a Re —215 — 23 + 80 
7. Net cash holdings of com- 

mercial banks ; +179 + 37 —143 
8. Loans by commercial banks 

to the private sector . +553 +636 +358 
. Percentage relation of net 

cash holdings to deposits 

by private sector . . . 26.5 25.8 14.6 


Source: International Monetary Fund, International Financial Statistics. 
@ Provisional. 
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responsible for a rise in prices, in 1952-58 the disappear- 
ance of these maladjustments and the very substantial con-| 
tribution made by imports to available goods and services) 
constituted a factor which tended to neutralize inflationary) 
effects. 

In such circumstances, the recent evolution and im- 
mediate prospects of the capacity to import raise a ques- 
tion bearing on the maintenance of stability, inasmuch as: 
this depends upon a specific volume and composition of |i 
imports. If the capacity to import were to prove insufficient 
to allow of an adequate volume of imports —and this has 
already been the case, in 1957 and 1958—, the consequent 
contraction in the volume of purchases abroad, together’ 
with the change in their composition that would neces- }j 
sarily be involved, would create maladjustments between) 
supply and demand.1!1 The result would be the appearance} 
of weaknesses in respect of stability of a type character-: 
istic of every under-diversified economy in which imports} 
are restricted. 

It should also be noted that the expansion of the ca-. 
pacity to import which took place in this period was large. 
ly based on the inflow of foreign capital. It was this} 
which in reality financed a considerable proportion of net! 


. = | 
investment, without encroachment on the external resources } 


ordinarily earmarked for imports of other than capital 
goods. If in the immediate future the capacity to import 
contracts, or ceases to expand, this may be said to mean) 
the collapse of the very foundation of Peru’s type of de-| 
velopment and the relative stability of prices. The point) 
becomes clearer if the financing of the import surplus. 
from 1944 to 1958 is quantified (see table 150). 

From 1951 to 1955 the main source of the external fi- 
nancing in question was direct private investment, while | 
a secondary and more modest contribution was made by 


————— 


| 


rs 


111 The year 1959 has witnessed a 25-per-cent increase in ad | 
valorem duties on a series of imported goods, and the application | 
of a luxury tax (also 25 per cent ad valorem) on domestic sales | 
of similar goods. 


1954 1955 1956 1957 19588 | 
+238 + 58 +223 —495 — 76 Wii 
tol — 483 +350 +568 +451 | 
mE, +425 +583 = ee +375 | 
+274 +203 +634 +162 +429 
—259 154 —I12 +269 ae 
—396 +376 —163 +180 —129 
+281 sp Se +189 55 +174 
+246 +727 +565 +495 nS 

29.5 20.1 30.6 28.7 36.0 


Short-term conpensatory mo- 
Short-term compensatory move- 
Smementss- . 

Total. 


¥ A (—) sign indicates an outflow and a (+) sign an inflow. 


the operations negotiated, through international agencies, 
with the Government or with the bank system (portfolio 
nvestment). But from 1956 onwards these latter acquired 
us much importance as movements of private capital. Not- 
withstanding the increase in both items as from that year, 
che import surplus was so large that short-term compen- 
Batoty movements —necessary to cover the deficit— regis- 
tered substantial figures (see again table 150). Thus, the 
ery factor which has in reality wholly or partly neu- 
-ralized the pressure of demand may in the future become 
the source of a serious threat to equilibrium and stability. 

During 1952-58 wage increases were granted in Peru, 
sometimes on the basis of an agreement between em- 
ployers and workers and at other times imposed from 
bove. In 1952, for example, it was agreed that a 30-per- 
ent bonus should be paid to every employee who worked 
for 30 years or more for one and the same concern. In 
1955 a scale of wage increases was established which 
ranged from 4o to 5 per cent, according to length of em- 
ployment and amount of earnings, although increments 
granted from 1950 onwards were computed as part of the 
mew increases decreed. In May 1956 a further rise was 
accorded to private employees, in accordance with a scale 


1950 1952 1953 
Direct long-term private in- 
EVCSUNCDL. om wal sen fe —127 458 82 
Portfolio (official and bank)* — 16 — 63 ie 


Table 150 


PERU: EXTERNAL FINANCING 
(Millions of soles) 


1953 1954 1955 1956 19578 1958» 
633 554 464 768 921 I 053 
305 245 214 702 979 987 
I54 —280 475 628 


I 092 231 DES 2 668 


Mt A (+) sign indicates a decrease of reserves or balances abroad or increases in trade debts. A (—) sign indicates the reverse situation. 


starting from 30 per cent for the lowest income levels. 
Lastly, in 1958 a further over-all increase was granted, of 
which the average incidence on remunerations seems to 
have been 15 per cent. 

In view of the great improvement in productivity during 
the period under consideration, the upward trend of wages 
does not seem to have done much to raise the general level 
of costs. In other words, wage increases were mostly absorbed 
by the increments in productivity previously achieved. 

Nor, apparently, did the increases in the value of foreign 
currencies registered during 1953 and 1954 exert any very 
significant influence on internal prices in those years. In 
fact, while this was going on, international prices for many 
of the goods imported —including raw materials and 
foodstuffs— underwent a reduction which wholly or partly 
offset the expansionist effects of devaluation. In 1958, on 
the other hand, the sharp drop in the international value 
of the Peruvian currency unit— amounting to over 30 per 
cent in the year as a whole— coincided with stationary 
price levels for many imported goods and with rising 
prices in other cases. Thus, in 1958, the devaluation of 
the currency may be regarded as linked to the increase in 
prices registered during the year. 


IV. ECONOMIC DEVELOPMENT AND CHANGES OF STRUCTURE 


1. Growth of the product and available goods 
and services 


As has already been pointed out, between 1950 and 1958 
the gross product —measured in terms of constant 1955 
prices— grew at an extremely rapid rate which raised its 
absolute value from 24500 million to 33300 million 
soles in that period. It was between 1950 and 1955 that 
the highest rate of growth was registered for aggregate 
production of goods and services; this rate tended to 
slacken in 1956 and 1957 and declined in 1958. In any 
event, the figures mentioned above give some idea of the 
intensive growth of the economy during the period referred 
to (see table 151). 

At the same time, there was a persistent excess of im- 
ports over exports in those years —except in 1954—, with 
the result that the goods and services available for con- 
sumption and investment reached higher levels than the 
gross product. In other words, the external sector con- 
stituted a favourable factor which enabled the internal 
economy to develop more intensively than it would have 
done as a result of its own productive effort. This per- 


mitted a marked expansion of consumption, without det- 
riment to the national economy’s capital formation pos- 
sibilities; in fact, after 1950 the gross investment coefh- 
cient remained at a level close to or above 20 per cent of 
available goods and services (see again table 151). 

The growth both of the product and of goods and 
services was more rapid than that of the population. The 
per capita growth of the product and of available goods 
and services was intensive and uninterrupted up to 1957, 
a decline being registered only in 1958. Despite this ex- 
pansion, it must be pointed out that per capita consump- 
tion decreased in 1956-58 in relation to its high 1955 level. 
Per capita investment fluctuated during the period analysed, 
reaching its maximum in 1953 (see table 152). 


2. Investment and the change in the structure 
of production 


The substantial capital formation process which accom- 
panied the growth of the product!” was based mainly on 


112 Strictly speaking, the increase in the product was due partly 
to greater capital formation and partly to the expansion of 
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Table 151 


PERU: GROSS PRODUCT, AVAILABLE GOODS AND 
SERVICES, CONSUMPTION AND INVESTMENT 


(Millions of soles at 1955 prices) 


2 _ Excess of Cas : 
HL PS ed eet ete oe EN 
exports (—) Services 
T9502 9s 24477 + 560 25 037 15.4 
UGS, 3 26 422 +1976 28 398 21.7 
i) 52) QS 2a, +1 091 28 418 22.9 
OMS o 3 29 629 + 511 30 140 DPS 
TOS 4 re 30950 — 321 30 629 17-4 
TOSS oe 32 048 + 346 32 394 19.0 
LO5 Ge a |. 32 904 ap Sete 33 492 19.4 
UCB ot 33 897 +- 932 34 828 19.2 
E958" Gia =: 33 325 + 634 33.959 18.7 


Sources: As for table 141. 
® Provisional. 
> Estimates. 


private investment, although the investment effected by 
the public sector increased in both absolute and relative 
terms after 1951 (see table 153). At all events, except 
in 1955, private investment accounted for over 80 per 
cent of the total, and on some occasions —in 1950, 1951 
and 1954 — rose a good deal higher than that level. 

Although the available data are not complete enough 
to give a thorough idea of the channelling of investment 
by sectors, they do warrant the assertion that, in addition 
to the increment in social capital achieved on the basis of 
public investment, a flow of capital towards the basic sec- 
tors and industry was registered. Foreign private capital 
was invested primarily in the mining sector producing for 
export and in certain industries of large dimensions and 
high capital density. On the other hand, investment of 
domestic capital seems also to have benefited —apart from 
industry— the building sector. 

An approximate indication of the channelling of invest- 
ment can be obtained from further analysis of the data 
given in table 145, which relate to the composition of cap- 
ital goods imports. When the percentage figures for the 
break-down of these imports by groups are considered, 
the rise in the absolute values of total imports of such 
goods must be taken into account. It thus becomes plain 
that, although imports of goods for capital formation in 
the agricultural and construction sectors increased, they 


aggregate demand, in which an outstanding part was played, di- 
rectly and indirectly, by the rise in external demand. 


Table 153 


PERU: TOTAL GROSS INVESTMENT 


Table 152 


PERU: PER CAPITA GROSS PRODUCT, AVAILABLE Goos| 
AND SERVICES, CONSUMPTION AND INVESTMENT 


(Soles at 1955~prices) | | 


Year Gross eee Consumption Investment | 

ei broduct Rieter | 

: 
19) 5 Oya ne 2 873 2938 2 487 451 
NOES 5 3 O41 3 268 2 560 708 
TOS 2s 3, 083 3, 206 25257 679 

T9530 os 3 279 3 336 2 567 769 | 

19940 A 3359 3 325 2745 580 || 
LOSS. oe 3 411 3 448 2974 654 
E9560 2 ve 3 428 3 489 2 811 678 
19570 3455 3550 2 868 682 
1958” . . 3 322 3 385 275% 634 


Sources: As for table 143. 
2 Provisional. 
> Estimates. 


only managed to maintain throughout the course of the: 
period a more or less constant share in the total referred 
to. Imports for the transport sector, in their turn, came to, 
represent a smaller proportion, virtually the whole of their 
share being transferred to imports of capital goods for the | 
manufacturing sector. 

This statement is borne out by the development of pro- | 
duction in the various sectors. If the growth of the sectors | 
producing physical goods is considered, it will be seen that | 
the development of industry was in fact proportionally | 
greater than that of agriculture and mining. Again, be- | 
tween 1950 and 1956, the mining sector expanded faster || 
than agriculture, although its rate of growth dropped || 
sharply in 1957 and again in 1958, as a result of the |} 
weakening of world demand for its products. However, | 
the stagnation observable in the agricultural sector between 
1955 and 1956 was determined by production for domestic | 
consumption, since the export sector expanded to some 
extent, although less than the mining sector (see table 154). | 

Some of the production sectors connected with services | 
also developed considerably, as was the case with services | 
proper, trade and finance. But these are sectors in which 
investment and capital density are fairly low. 

Be that as it may, the differing degrees of intensity of | 
investment in the various sectors of production, and the 
disparities in their development, brought about certain 
changes in the structure of production, although these 
were relatively moderate (see table 155). 


1950 1951 1952 
Total gross investment . . . 458.5 634.2 667.9 
Private investment... . 409.3 545.2 553-1 
Public investment . .. . 49.2 89.0 114.8 
Private investment... . 89.3 86.0 82.8 
Public investment... . 10.7 14.0 17.2 


Sources: As for tables 141 and 151. 
2 Provisional. 
b Estimates. 
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1953 1954 1955 1956 19578 1958» | 


(Millions of soles at 1955 prices) 


667.2 630.9 763.2 813.9 831.2 790.6 

539.0 536.2 586.8 662.5 677.8 642.4 

128.2 94.7 176.4 151.4 153.4 148.2 
(Percentage of total) 

80.8 85.0 W7kO 81.4 81.5 81.3 

19.2 I5.0 23.0 18.6 18.5 18.7 


i 1950 
NSTICUItUTe a Go se ARB 

! Minin’ eee aes #08 fle Toler 
ladustrygeee tee, sen ae i322 

SELVICCS mere sd) ae ee 125.8 

Ne-Yo RaW ke eee ete 127.9 

| Rinan ces pee ts ae 98.1 
| Miscellaneous alae 121.6 
Government alr 128.2 

Ot] en ee. S|, 124.3 


Sources: As for tables 141, 151 and 153. 
, @ Provisional. 
» Estimates. 


_ Between 1945 and 1950, the relative significance of the 
nining and agricultural sectors showed a very slight down- 
ward trend, that of the sectors concerned in production 
of services remained constant and that of the industrial 
sector increased. On the other hand, between 1955 and 
1958 the share of mining and agriculture contracted, that 
of industry expanded and other less important changes 
cook place in the remaining sectors. 


| 3. Salient features of development and certain 
sectoral problems 


The time has now come for a few reflections on the 
characteristics displayed by the development of the Pe- 
tuvian economy in 1950-58; on the current structure of 
production to which that development led; and on the 
relation existing between the gross product, on one hand, 
and the sum of consumption and investment on the other. 
This discussion will be worth while in order to state certain 
problems which, obvious as they are in view of what took 
place in 1957 and 1958, are nevertheless highly inter- 
esting. 

_ The internal economy’s intensive production effort re- 
sulted in the considerable expansion of production re- 
viewed in earlier pages; but even so, this expansion was 
insufficient to match the exceptional joint increase in con- 
sumption and investment, rendered possible by the favour- 
able course that had meanwhile been followed by the 


Table 154 


PERU: GROSS PRODUCT, BY SECTORS 
(Index: base 1945 = 100) 


1955 1956 19574 1958 
146.9 I42.5 143.9 141.0 
161.8 162.4 139.0 113.6 
203.4 209.1 215.6 215.6 
166.2 fap? 188.0 188.2 
170.2 186.0 209.3 201.6 
190.1 211.8 238.8 246.5 
137.9 139.2 140.6 137.9 
138.7 148.2 159.9 157-3 
162.7 167.1 T7220 169.2 


development of the external sector. In any event, the dis- 
parity between the increases in the gross product on the 
one hand and in the sum of consumption and investment 
on the other meant in practice that the growth of domestic 
production failed to keep parallel with that of total 
demand. In other words, the internal economy did not 
take full advantage of the opportunity to broaden and 
diversify its production which was afforded by the ex- 
pansion of the demand in question. 

A major effort on Peru’s part to expand its production 
of complex capital goods would call for projects entailing 
a high capital density, broad markets, etc. If this pos- 
sibility is disregarded, and attention is devoted to the sit- 
uation of two groups of commodities whose relative im- 
portance within Peru’s external purchases stands very high 
—i. e., foodstuffs and manufactured goods—, it will be 
seen that by the end of the period production of these 
items, far from having kept pace with the growth of 
demand, provided a smaller proportion of Peru's total 
supplies. Furthermore, within aggregate imports these were 
the commodities that registered the largest increase. 

Consequently, in order to maintain a rate of growth 
comparable to that registered in 1950-58, if the charac- 
teristics of development remained the same, an essential 
—although not the only— requisite would be that the 
expansion of the external sector should continue to exceed 
that of the gross product. Otherwise, either the develop- 
ment process would lose much of its momentum —with 


Table 155 


PERU: CHANGES IN COMPOSITION OF GROSS PRODUCT BY SECTORS 


(Percentage of total gross product) 


1945 1950 1955 1956 1957* 1958? 
Crop and stock farm- 

EONS. Sine ane eet 23.5 227) 30.2 28.6 28.0 27.9 
IMininge es. 20 n- 6.9 6.2 6.9 6.7 5.6 4.6 
Industiyee 2.0.05 16.8 18.0 21.0 21.0 21.0 21.4 
SENSES 4 we 66 16.6 16.8 £70 17.6 18.1 18.5 
(sademee ris) A. s = 10.5 10.8 11.0 I1.7 12.8 12.5 
Eimances es. is 1.9 L.5 2.2 2.4 2.6 2.8 
Miscellaneous. . . 4.6 4.5 3.9 3.8 3.8 BS 
Government ... 9.2 9.5 7.8 8.2 8.1 8.6 
SSE I DS SS I ETE EE SEL ELE TS i I SLE IE TE ED 


Sources: As for tables 141, 151, 153 and 154. 
a Provisional. 
b Estimates. 
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the inevitable effects on the level of consumption—, or a 
radical change would have to be introduced in the previous 
growth patterns themselves; that is, the structure of pro- 
duction would have to be drastically altered with the aim 
of achieving greater economic diversification. Industry and 
agriculture for domestic consumption have already been 
indicated as two of the most important sectors which 
would need to undergo this reform, irrespective of what 
might be done in other branches of the economy. 

As regards manufacturing industry, its expansion must 
be relatively greater than that of other sectors, not only 
because of the urgent need to economize in foreign ex- 
change currently used for imports of goods that could be 
obtained in Peru itself, but also because employment op- 
portunities will have to be created for the new labour 
force, which has been growing more intensively during 
the later years of the period under study. 

With respect to agriculture for domestic consumption, 
the expansion of demand, as estimated on the basis of the 
growth of the population, the rise in income and the in- 
corporation of large population groups into the monetary 
economy, seems likely to exceed with ease the rate of 
growth registered in this sector of the economy in recent 
years. Hence, if conditions remain unchanged, there is 
every probability of an increasingly heavy food deficit, the 
burden of which would be borne by imports, in so far as 
it could be covered by foreign exchange resoutces. 

The Banco de Fomento Agropecuario has now instituted 
a system of supervised agricultural credit, the results of 
which, notwithstanding the very small scale on which it 
has been applied, may be considered highly favourable as 
regards the expansion of production. This type of credit 
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‘bears yet further testimony to the heavy burden on the} 


| 
is bound up with a commitment to improve farm practices 
and with the use of fertilizers. In the small units where 
it has already been applied, an average production in+ 
crement in the ratio of 1 to 4 has been achieved. Never- 
theless, it must be borne in mind that this production\j) 
increment is not added in its entirety to the market supply,||| 
On the contrary, since the producers’ nutritional levels ai 
so low, a considerable part of it is either directly absorbed 

by increased consumption on the part of the population| 

concerned or bartered for different foodstuffs produced byl 
other farmers. Furthermore, it has become clear on occa-| 
sions — in periods of drought, for example — that the net 
population exodus from the sierra to the coast has not| 
signified a decrease in total consumption in the area left} 
with fewer inhabitants. On the contrary, those who remain} 
in the sierra augment their consumption with the supplies) 


formerly consumed by those who have emigrated. All this} 


balance of payments that the predictable increment in food 
consumption would constitute in the future, if no change} 
were to take place in the current domestic production 
situation. 

It is true that balance-of-payments tensions might also 
be eased by an expansion of exports, particularly those of} 
agricultural and mining origin. However, from the study | 
frequently referred to1t* it can be deduced that these two 
activities taken together could not make as intensive a|| 
contribution to the expansion of the capacity to import as | 
they did, for example, in 1948-55, when the considerable 
increase in this latter was also — and pre-eminently — 
based on the inflow of capital and on the terms of trade. || 


“8 The industrial development of Peru, op. cit. 
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